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PREFACE. 
This thesis is the outgrowth of the author's interest in 
the field of investment as related to the fields of money and 
banking. As first conceived the problem embraced the sub-
jective tests of investment advanced by the ~arious students of 
investments and the operation of these principles during a perioc 
of falling prices such as existed after 1921. Because of the 
difficulties involved in selecting the tests to be discussed, 
the more concrete tests of investment offered by state legis-
lation for various financial agencies attracted attention. 
The savings bank laws for investment of deposits were finally 
chosen as the base of discussion. 
The author hopes that this study will form the groundwork 
upon which a further study of the savings ba.nk movement covering 
several decades will evolve. 
'l'hanks are due to the heads of the banking departments of 
the various states for their invaluable assistance in the collec 
tion of the laws of the state regarding savings banks, and the 
operation of the laws in the states. The office of the Comp-
troller of the Currency has furnished the material for the 
District of Columbia and for the year 1931. 
The problem of research necessarily involves the use of 
~any books and libraries. Thanks are due to Miss Eva Perry of 
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Cudahy Memorial Library, Loyola University, and to the staffs of 
the Chicago Public Library and the John Crerar Library of 
Chicago. Mr. French, Assistant Librarian of the latter instit-
ution, has been exceptionally gracious with his services. The 
statistical indexes used are presented through the courtesy of 
the Chicago office of the Standard Statistics Company. 
In the preparation of the manuscript, the criticisms of 
Peter T. Swanish, Ph. D., Rev. Eneas B. Goodwin, Aloys Hodapp, 
and others of the faculty of Loyola University were invaluable. 
Without their aid the manuscript would scarce have reached its 
present form. To all these and the many whose incidental work 
has aided the author, he expresses his sincere appreciation. 
VITA 
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CHAPTER I. 
SAVINGS BANKS AND INVESTMENTS. 
It is the purpose of this study to review the relationships 
which are observable between commodity prices, the yields on the 
various types of securities which are available for investment 
by savings banks as limited by law, and the holdings of these 
securities by the savings banks as affected by a period of fall-
ing prices. The study includes one of the most exceptional 
periods of American finance, 1922-1931, and investigates the 
relative ability of savings banks to escape the consequences of 
a falling price level. 
Among the various factors which experts name as contribut-
ing causes for the abnormal number of bank failures in the Unite 
States during the period 1929-1931 is the lack of liquidity of 
assets1 , the inability of banks to turn a sufficient amount of 
their assets into cash without appreciable loss. One of the 
principal items among bank assets, i.!., investments and espec-
ially bond investments, was substantially affected by the great 
stock market crash of 1929 and the demoralizHtion of the bond 
market during 1930 and 1931. It is useful, therefore, to exam-
ine the role of investments in the portfolio of a bank, and the 
impact of falling commodity prices upon prices of such securitie 
as are commonly held in the portfolios of savings banks. 
----------------------------------------------------------------
1. J. w. Bell, "Recent Changes 
bilities and the Problem of 
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A banking institution performs a variety of functions, upon 
the basis of which it is possible to classify the types of banks 
According to one such classification, banks may be separated int 
two broad divisions, commercial and investment. The former are 
institutions which have as their main activities the acceptance 
of deposits which are payable upon demand through the use of 
checks; the making of loans against a definite legal reserve; 
and the issue of bank notes2. This type of bank includes all 
national and state banks, and, in so far as commercial policies 
are attached to their business as inciden~al, trust companies. 
Investment banks are those which are established primarily 
to turn the collected savings of individuals into relatively 
permanent productive channels. The deposits are of a highly 
specialized type which demand repayment, not upon demand, but 
upon comparatively short notice. The deposits are the result 
of the individual savings of many, not the result of commercial 
loans such as are the deposits of commercial banks, considering 
the banking system as a whole. The primary function, therefore 
of a savings bank as one type of investment bank, is the collec-
tion of funds to be placed in productive usages, with the repay-
ment of these funds to be made within a comparatively brief time 
after demand. 
Savings banks may be divided into two groups according to 
-----------------------~----------------------------------------
2. w. H. Kniffen. Commercial Bankin&• v. 1, ch. 1. 
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the basis of organization and distribution of profits. A sav-
ings bank may be founded in much the same manner as a commercial 
bank, with stockholders who contribute a capital upon which the 
business starts. The stockholders receive the profits in the 
form of dividends and direct the affairs of the bank through a 
board of directors chosen annually. The second type of savings 
bank, the mutual savings bank, is separate in form from commer-
cial banks. The capital is contributed by the depositors in th~ 
form of deposits, the management of which is delegated to trus~ 
tees who are elected or appointed for life. The profits are 
divided among the depositors in the form of interest on deposits 
A mutual savings bank starts with only an expense account, it 
has not the stock savings bank's working capital. 
Three cities dispute the title of possessing the first 
savings bank in the United States, New York, Philadelphia, and 
Boston. Each is justified from its own viewpoint. 
observed in this summary is one of foundation. 
The order 
In 1816, a London magistrate, Patrick Colquhoun, wrote to a 
New York merchant friend, Thomas Eddy, praising the English in-
stitution known as the savings bank, citing its beneficial effec~ 
upon savings by the lAboring classes, and also the benefits to 
the community as a whole. Moved by this letter, Eddy gathered 
a number of his friends together on November 29, 1816, and after 
much discussion and argument, the group decided to organize as 
the "Bank for Savings in the City of New York". This was the 
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first organization of a savings bank in the new nation. The 
New York legislature took a long while to sanction the formation 
of this group, so long as a matter of fact, that the movement 
spread before the first organized bank could begin operations. 
The sanction was finally given March 26, 1819, and actual busi-
ness began on July 3 of the same year. 
Meanwhile, twelve days after the formation of the bank in 
New York, Philadelphia's "saving Fund Society", founded by Candy 
Raguet, began to receive deposits. Here, too, the legislature 
delayed in chartering the institution until February 25, 1819, 
allowing Boston to claim the first legally chartered bank, "The 
Provident Institution for Savings in the Town of Boston", which 
received official permission to receive deposits December 13, 
1816. In effect, the three banks were started simultaneously. 
Twelve days deparated the foundation in New York and Philadel-
phia, and twelve days later Boston joined the ranks. A fourth 
city to start a savings bank was Baltimore, which organized its 
"savings Bank of Baltimore" oh January 1, 1818, began business 
on March 16, and was chartered in December of the same year3 • 
Table I shows the growth of savings banks from·humble 
beginnings to a major factor in the financial structure of the 
the United States. In the later days, after the Civil War, th 
the Middle Western states began to organize their particular 
----------------------------------------------------------------
3. E. W. Keyes, History of Savings Banks in ~ United States. 
pp. 308, v.i; v.ii, pp. 356-7; i, 38-41. 
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TABLE I. Growth of Savings Banking in the United States, 
1820-1931. 
Year Banks Deposits Depositors 
1820 10 
' 
1,138,576 8,635 
1840 61 14,051,520 78,781 
1860 278 149, 277' 504 693,970 
1880 629 819,106,973 2,335,582 
1890 921 1,524,844,506 4,258,893 
1900 1,002 2,449,547,885 6,107,083 
1910 1,759 4,070,486,246 9,142,908 
1915 2,159 4,802,615,048 10,686,058 
1920 1,707 6,490,002,000 11,427,556 
1921 1,707 6,759,003,000 12,083,525 
1922 1,685 7,070,724,000 12,548,997 
1923 1,647 7,711,501,000 13,340,333 
1924 1,613 8,229,611,000 13,971,793 
1925 1,583 8,930,024,000 14,656,527 
1926 1,524 9,305,310,000 15,161,799 
1927 1,461 9,507,903,000 14,814,272 
1928 1,407 10,003,603,000 15,004,558 
1929 1,358 10,117,825,000 14,043,614 
1930 1,320 10,357,161,000 14,102,584 
1931 1,254 11,039,310,000 14,274,792 
Sources: 1820-1915, Annual Report of the Comptroller of the 
Currency, 1920. 
1915-1931, Annual Report of the Comptroller of the 
Currency, 1932. 
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form of the savings bank, the stock bank. Up to this time the 
banks had been centered in the East and were all mutual in char-
acter. The peak of development for mutual banks occurred in 
1905 when 668 banks were operating. The top of stock bank oper 
ation was in 1915 when 1529 banks reported to the Comptroller of 
the Currency. The peak of stock bank deposits, $2,196,400,000, 
was reached in 1926, but the amount deposited in mutual banks is 
still growing, although it totaled $12,356 1 114,000 in 1931. 
Since the total number of banks is decreasing and the total 
deposits are increasing, the condition apparently represents the 
elimination process which is going on in finance through which 
unsound institutions are washed out leaving only strong, healthy 
banks in operation. 
The increase of bank deposits gives some measure of the 
increasing problem feced by bankers and trustees of savings bank~, 
the problem of investing these funds in a manner which will be 
safe and yet will yield a. return sufficient to pay for the ex-
penses of operation. 
Since both types of savings banks are merely agencies of 
deposit, they must offer an incentive to the public to attract 
the funds which are not a.t the time being used in productive 
operations. This may be called a. form of payment for "time 
preference" after Irving Fisher's and B~hm-Ba.werk's explanation 
of the theory of interest. It is the interest which must be 
paid to call forth the savings of people, to make people prefer 
p 
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future to present goods. The payment of this sum is justified 
even from the banker's position. He will put any funds with 
hich he may be entrusted into productive agencies and will reap 
the income from such operations. Since the owners of the funds 
are his depositors, the banker must in justice pay them part of 
lhe income which remains after all the expenses of his business 
4 have been paid • To get a sufficient amount of income to pay 
his expenses and have enough net profit to pay a rate of interes 
adequate enough to call forth savings, he must choose investment 
which will yield a maximum. On the other hand, he is bound to 
pay his depositors within a short tiffie after they may demand 
their funds, and therefore must keep his assets in as liquid a 
form as is consistent with conditions, watching each investment 
carefully to secure the requisite safety of principal and 
liquidity. 
Investment is the act of directing the employment of funds 
into capital or into claims to income5 • In ordinary cusiness 
conotation the term investment includes the transformation of 
current income into claims for future income, it may also in-
elude the maintenance and increase of capital goods so as to 
derive present or future income, and also the purchase of dur-
able consumptive goods with the intention of psychic enjoyment 
rather than physical. The social view of the transfer of sav1 ; 
----------------------------------------------------------------
4. II shows the average interest credited accounts in 
and mutual savings banks, 1922-1931. 
-264. 
F 
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TABLE II. Savings Bank Interest Rates, 1922-1931. 
Year Stock Savings Banks Mutual Savings Banks 
High Low *Avg. High Low *Avg. 
1922 4.00)) 3.00% 3.75~ 5.00% 3.00% 4.00;£ 
1923 4.50 3.00 3.75 5.00 . 3.50 4.00 
1924 4.00 3.00 3.75 5.00 3.81 4.25 
1925 4.25 3.00 4.00 5.00 3.75 4.00 
1926 4.25 3.00 4.00 5.00 3.50 4.25 
1927 4;;25 3.44 4.00 5.00 3.50 4.50 
1928 4.00 3.00 3.75 5.00 2.38 4.00 
1929 4.00 3.00 4.00 4.74 3.00 4.25 
1930 4.00 3.00 4.00 4.88 3.00 4.30 
1931 4.00 3.00 4.00 5.00 3.00 4.25 
* An approximate modal average. 
Source: Annual Reports of the Comptroller of the Currency, 
1922 to 1931. 
1 
~·· 
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ings of the public to those who can use them most productively 
with a resulting increase in the capital and income of the 
community is sometimes included in the term investment, but not 
in the ordinary sense. Speculation, on the other hand, is the 
direction of the employment of funds for the acquisition of good~ 
which are expected to appreciate in capital value, rather than a 
permanent claim to future income. There are certain general 
considerations which all investors must take into account: 
yield and appreciation possibilities, marketability, and safety. 
They are to some extent mutually exclusive. As a result the 
investor may desire to emphasize one of them at the expense of 
the others. For instance, one investor may want an appreciatiol 
of capital at any cost, and will exclude items of safety which 
will bring but little yield. Thus he plainly becomes a spec-
ulator. A savings bank must look for marketability (the abilitr 
to sell a security immediately at any price}, safety (the promis~ 
of ultimate return of principal), and yield. Since these are 
not all to be found in any one set of investment securities, 
either safety or yield will be desired according to the particu-
lar conditions which the banker faces. If the community which 
deposits in this bank wishes or is likely to wish to get its 
deposits, safety is his chief desideratum. If the community 
is enjoying a period of self-sufficiency and can save out of 
present incomes, yield becomes more desireable for the time bein~. 
The problem of the savings bank may be stated as follows: 
,....-
----------------------------_-,1~7~---------------------------~ 
•the problem is to know how to invest this money entrusted to 
our care so that it will be readily available to the depositor 
in case he needs it; so that it will earn for him the highest 
rate of dividend consistent with safe savings bank practice, and 
so it will be available to him on demand"6 • This banker says 
"on demand", for the savings bank prides itself in not demanding 
a thirty- or sixty-day notice from depositors on withdrawals. 
Another banker emphasizes the return on investments when he says 
"the purchase of investment bonds is a secondary function of 
banks, the primary is to seek a maximum dividend rate and to 
serve the community by buying mortgages"7 • That this statement 
is true may seem anomalous but the best interests of the cormnun-
ity are the ~nterests of the savings bank itself, and if the 
local productive processes cannot be fostered, the foreign (thos 
outside the community) investments will be of little value. 
The majority of the investments of a savings bank are, therefore 
in mortgages and loans on real estate. Since each of these 
loans is a separate matter and can only be judged properly by 
the individual banker, the problem of marketability and liquid-
ity will be the chief conditions for lending of money on real 
estate securities. 
It is easy to see that since real estate mortgages may not 
--------------------------------~-------------------------------
6. 
?. 
H. c. Bryant, "General Principles for Investing Savings 
Bank Funds". American Institute of Banking Conferences. 
1925. pp. 558-560. --
R. T. Veit, "The Bond Account as an Earning Factor". Ibid 
pp. 584-587. 
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be immediately convertible into cash without some loss of. prin-
cipal, dependent upon the prices of real estate and the ratio of 
loan to value of the property, the bank must carry some of its 
funds in a more liquid form. Of course, cash on hand and money 
~hich has been deposited in other banks can be realized at once 
and will constitute the primary reserves of any bank against the 
~emands of its depositors. These reserves are usually re.s trict-
ed as to mini~lm amounts by legislation which varies according 
to st::ttes. Security investments are generally listed as second-
~ry reserves, that is, those reserves which are readily able to 
~e turned into cash or other primary reserves. 
Because savings banks are fiduciary institutions and as sucl' 
~ave a public trust, the state has seen fit to legislate regard-
ing the amounts and kinds of securities which may be held. 
~hese rules which will be studied in detail in a succeeding chap· 
ter, represent an attempt to solve the direct problem of the 
~ankers, and indirectly that of the public of obtaining a maximUE 
~ield in security investments with a minimum of risk with market· 
ability always present. In addition to security investments, 
the secondary reserves of a savings bank also include commercial 
paper and bank acceptances which may be bought from a commercial 
bank. As loans proper, the final set of investments, there are 
Pound real estate or collateral loans, and here, too, the state 
has set certain limitations. However, these regulations are 
more or less arbitrary in that they prescribe only the maximum 
~ 
~----------------------77-----------------------
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of risks which may be taken. 
Looking at the picture of a bank's assets as a whole, inves -
ments exhibit a peculiar character as secondary reserves. In 
normal times they are secondary earning assets, since they do 
not command the return which mortgages and loans on real estate 
or collateral do. In times of financial panic they become very 
liquid and approach the position of primary assets, little being 
considered on behalf of yield. In times of industrial prosper-
ity they may become the primary earning assets of a bank, pro-
vided the returns on real estate or the market for land is de-
pressed. In any event their character will be determined by 
the character of the deposits which are taken8 and the frame of 
mind of the depositors. If the pressure of adverse economic 
conditions is felt by the public, liquid security commitments 
are to be expected, while in times of prosperity investments 
seek as high yield as is consistent with marketability. 
Because ~he diversity in bank policy regarding investments 
is measured only by the number of individual bankers in the 
United States, each acting as a law unto hi~self9, some limit-
ation must be made in dealing with the problem. Many states 
have enacted laws which limit the investments of a savings bank. 
Since it is common knowledge that these institutions are among 
----------------------------------------------------------------
8. 
9. 
J. w. Bell. QE. cit. 
This is true, although there is a customary method of makirg 
these investments. The diversity of these plans, however, 
can be seen through a perusal of banking magazines. 
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the most conservative financial institutions existent, it is 
useful to investigate the place of investments in their port-
folios and to determine the effect of commodity prices upon them 
during the period 1922-1931. 
Some writers hold that there is a causal connection between 
the wholesale prices of commodities and the interests, ~·~·' 
carl Snyder, Leonard Ayres, Waldo F. Mitchell. In this view, 
security prices and yields would also be affected by changes in 
commodity prices, as Snyder and Fisher point out. 
In general bond prices reflect the amount of available cap-
ital or concrete instruments of production. These prices re-
fleet the combination of many factors among which the more im-
portant are the relative demand for permanent capital by industr 
and government, the 9Vai1Ability of loanable funds, and the in-
vestor's view of the future. In addition to being a passive 
factor in the cycle of business and industry, the price of cap-
ital is an actJve causal factor in itself. When bond prices 
are low and borrowing can be done only at high costs, business 
is discm1raged from expanding. This has a sobering influence 
on the optimiRm of entrepreneurs and is a factor in prolonging 
business inactivity. Low interest rates will not induce people 
to borrow, since the interest rate itself is not the only factor 
which controls the size of industry and its progress. In other 
words, business men do not borrow because interest rates are low 
and C8pital is available, but they are deterred by high interest 
~--------------------------------------------------~ 
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period of time. 
Since the return will determine the definite type of invest 
ment which a bank will make of its time deposits, all other 
things remaining e'-1ual, the study of price levels and the actual 
use of deposits is important. 
Specifically, then, this paper proposes to study the legal 
investments for savings banks in the light of: 
1. The laws regulating investment as contrasted with 
economic theories of investment; 
2. The relation of commodity prices to bond yields in a 
period of falling prices; 
3. The actual use of funds by bankers from 1922 to 1931. 
Date covering the following series have been obtained for 
the period 1922-1931: 
1. Wholesale commodity prices; 
2. Yields of bonds, preferred stock, common stocks; 
3. Investments of savings banks; 
4. Deposits of savings banks. 
The data concerning savings banks was derived from the 
anm1al reports of the United States Comptroller of the Currency 
for 1922 to 1931 inclusive. This data includes the analysis 
of investments by groups. The practice of some states in makin 
these reports, however, has been to bulk the totRl of the invest 
rnents in a miscellAneous report. For this reason the total 
figures for the 27 states in which savings banks are operating 
____________________________ j 
,.--
~------------------------------------------------------------------~ 
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are misleading. In order to secure an adequate picture of the 
investments of savings banks a sample of the 15 states which 
have generally divided their investments into the groups named 
by the government was taken and these figures are used in all 
the tables showing a total of deposits or investments. The 
comparison of the total amounts and the amounts given by the 
sample stRtes together with a test of percentRges for adequacy 
is given in the Appendix. 
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CHAPTER II. 
SAVINGS BANKS AND CONTh~ODITY PRICES. 
Savings banks may be affected by commodity prices in two 
a.ys, through deposits and through investment yields. All 
other things being equal, a decrease in commodity prices should 
result in increased savings and increased deposits. Similarly, 
a decrease in commodity prices, other things remaining equal, 
will result in a larger quantity of goods which may be bought 
for a fixed income such as is received from bonds, and the price 
of these securities will rise, causing a decrease in the yield. 
Economic progress is a term used to designate a more effic-
ient use of the factors of production in the process of satisfy-
ing wants. This increase in efficiency increases the total 
product which a given combination of the factors is Rble to 
effect, resulting in an increased return to the factors them-
selves because of the increased productivity per unit of each 
factor. In the long r~~ profits disappear as a distributive 
share of income since they are due to temporary adv~ntages and 
friction in the economic order, which also disappear. Two 
shares are left, wages and interest. Economic progress, there-
fore demands that both wages and interest shall increase in 
proportion to the increased efficiency in production. Another 
way of stating this fact is that the money income to the factors 
must increase in proportion to the increased output of the pro-
ductive agencies. If the income does not increase with the 
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output per capita, the economic pressure of unsold goods on 
account of the lack of purchasing power by the various factors 
causes prices to fall. This position may also be stated as 
follows: the money rate remaining at a profit level, any in-
crease in the productivity of the factors causes prices to fall. 
The problem of a falling price level centers about the dispro-
portionate distribution of the income of production among·the 
.factors. 
During the period 1922-1931 wages increased in insufficient 
proportion to the per capita output of goods and services, a 
condition causing a maladjustment of the cost-price structure, a 
state of disequilibrium which tended to produce business losses 
and depression in the long run· • The money wage level in itsel~ 
cannot control the price level and monetary purchasing power, 
but must remain as a probable effect of changes in prices and 
business profits first. Employers raise wages usually only 
under the pressure of economic forces. Business increases 
causing a larger supply of money and credit. More goods are 
produced, larger stores arise, the volume of trade must grow, 
causing larger loans at higher rates of interest to be contract-
ed. Business gets and pays more than before, but not in wages. 
Larger profits result in larger capital accumulations and these 
inevitably increase the demand for labor and thus cause an in-
crease in wage rates. If wages increase in the period of 
falling prices, they did so at the expense of interest. In 
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addition to receiving a disproportionate share of the income, 
the sh~re of income which was due to capital as a return for its 
productivity was "plowed back" into the business to an overbal-
l 
ancing degree • These two actions helped to keep the income 
from increasing proportionately to the output of production per 
capita. Therefore, the period of falling prices, 1922-1931, 
reinforces the conclusions of economic reasoning. 
·~rwage rates increased slightly from 1922· to 1931, interest 
yields fell for the greater part of the period, tv:o conditions 
which, when set against falling price levels, showed that a 
disproportionate division of the income was being made. The 
increase of both nominal and real wages, as shown in table III, 
furnishes a potential explanation of the increased savings de-
posits during this period. Since wages constitute an important 
part of all production costs, and this part of production costs 
remained constant or increased slightly, the fall in prices, 
other things remaining equal, caused real wages to increase, and 
also gave increased possibilities of savings which could be 
treated as savings bank deposits. Part of the increase in de-
posits may also be traced to the change in corporate means of 
savings from commercial demand to time deposits 2 • 
----------------------------------------------------------------
1. cf. R. Weidenhammer, "Faulty Investment of Corporate Saving " 
American Economic Review. 23:35-41, Mar. 1933. 
2. B. M. Anderson, Jr. "Bank Expansion Versus Savings". 
Chase Economic Bulletin. v. 8, June 25, 1928. Also his 
"Bank Money and the Capital Supply". Ibid. v. 6, Nov. 
8, 1926. 
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The trend of prices is dependent upon the quantity of money 
in circulation and the output of goods generally. If the outpu 
of goods increases, the amount of money in circulation remaining 
constant, the price level should decline unless income keeps pac 
with the output per capita, a condition incongruent with the 
assumption. Again, if the volume of output remains constant, 
prices will vary directly vvith the amount of money in circulatio • 
Both these statements are long run tendencies. However, in the 
short run many variant factors may enter into the calculations3 • 
There are certain relationships between commodity prices 
and interest rates, one of which shows that the trends are alike 
in the long run4 • The price level influences the volume of 
trade in an adverse fashion in the short run5, a high interest 
rate tending definitely to be associated with a high price level 
and vice versa. The volume of trade influences the rate of 
interest6 • Prices remaining the same, a larger vo~ume of trade 
means a greater amount of profits for the seller of commodities. 
3. 
4. 
5. 
6. 
Alfred Marshall, Official Papers, p. 21. New York, Mac-
millan, 1926. 
Irvine Fisher, Theory of Interest, p. 438. New York, 
Harper, 1930. 
Irving Fisher, "Our Unstable Dollar and the So-called Bus-
iness Cycle". American Statistical Association Journal. 
20:179-202, Jun. 1925. 
Carl Snyder, "Influence of the Interest ftate on the Busi-
ness Cycle". American Economic Review. 15:684-699, Dec. 
1925. 
'Naldo F. Mitchell, "Interest Cost and the Business Cycle". 
American Economic Review. 16:209-221, Jun. 1926. 
ABLE III. 
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Index of Average Weekly Earnings of Labor in 
Factories, 1922-1931. (1923-100) 
Year Index* 
1922 99.8 
1923 100.0 
1924 99.2 
1925 1om.6 
1926 102.5 
1927 102.3 
1928 103.7 
1929 105.8 
1930 94.6 
1931 81.1 
Compiled by National Industrial Conference Board from report 
of manufacturing plants in 24 industries. The number of 
plants represented at the end of 1930 was 1444 employing 
ebout 634,000 wageea.rners (or 840,000 in 1923). The weekly 
earnings are computed by weighing the average w~ekly earning 
found in each industry by weights based on the relative 
importance of each industry as revealed in the Census of 
Manufacturers for 1923. For each separate labor group the 
weights, in addition to being based on the Census of Man-
ufacturers for 1923, also reflect the relative importance of 
each group in each industry as revealed in the conference 
board studies during 1927-1929. 
ources: National Industrial Conference Board. 
the United States, 1914-1930. 
National Industrial Conference Board. 
the United States, ~· 
\'age Rates in 
11fage Rates in 
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Rising prices increase actual profits as well as those expected, 
an inducement for business ex.pansion. This expansion causes an 
increase in the interest rate. 
in the case of falling prices7 • 
The opposite action takes place 
The rate of return for high-grade bonds, however, moves, 
not in direct sympathy with business activity and commodity 
prices, bu.t rather in sympathy with cbanges in banking and credi 
operations. In other words, speculative activity influences 
price changes in bonds only indirectly8 . The amount of money 
in circulation and tl1e uses to wbich it is put will determine 
the rate of return which will be received from bonds. The proo 
of this statement is based upon the observations already made, 
that deposits are dependent upon prices, other things remaining 
equal. The increase in deposits which results from the inabil-
ity of income to keep pace with the per capita increase of out-
put at a profiteble mflrket r~te of interest forms an increasing 
supply of capital for further expansion9 • This increasing 
supply was more than adequate f:rom 1922 to 1931, when joined wit 
the increased amount of commercial bank loans, to provide for al 
the demand for cepital wants in productive processes. Tbe sur-
plus was a contributing cause to the fall in the interest rate 
and the yield upon bondslO. 
----------------------------------------------------------------
7. 
8. 
9. 
Irving Fisher, Theory of Interest, p. 444. New York, 
Harper;; 1930 • 
Ralph E. Badger, Investment Princlples and Practice, pp. 
844-845. New York, Pentice-Hall, 1928:--
Table IV com ares the price index with deposits, 1922-1931. 
TABLE IV. 
Sources: 
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Commodity Prices and Deposits of Savings Banks (15 
states), 1922-1931. 
Year 
1922 
1923 
1924 
1925 
1926 
1927 
1928 
1929 
1930 
1931 
Index 
of 
Prices 
(1926-100) 
96.7 
100.6 
98.1 
103.5 
100.0 
95.4 
97.7 
96.5 
86.4 
73.0 
Deposits 
(OOO's) 
t 2, 839,770 
3,083,731 
3,260,700 
3,452,483 
3,644,727 
3,866,483 
4,148,956 
4,189,034 
4,383,381 
4,592,328 
Standard Statistics Bulletin Base Book, Jan. 1932, 
v. 63, no. 7, sec. 3, and supplements. 
Annual Reports of the Comptroller of the Currency, 
1922-1931. 
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The yield on investments is one cause determining the use 
whiCh will be made of funds deposited by individuals in savings 
The type of bond which yields the greatest return con-
sistent with safety and lLJ.uldity will naturally be the type of 
bond ·nhlch will be purchased by savings banks, other things 
11 remaining equal • The examination of these tendencies is left 
to succeeding chapters. 
----------------------------------------------------------------
10. Table V compB.res the price index with the yields of govern-
ment and composite industrial bond indexes. 
11. Table VI demonstrates the trend of investments relative to 
total deposits, paralleled with the trend of commodity 
prices. 
,.... 
TABLE V. 
Source: 
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Commodity Prices and Bond Yields in the United 
states, 1922-1931. 
Year 
1922 
1923 
1924 
1925 
1926 
192'7 
1928 
'1929 
1930 
1931 
Index of 
Prices 
(1926-100) 
96.7 
100.6 
'98.1 
103.5 
100.0 
95.4 
97.7 
96.5 
86.4 
73.0 
Index of 
Yield 
Govt. Bonds 
4.35~ 
4.45 
4.09 
3.99 
3.95 
3.46 
3.44 
3.65 
3.40 
3.46 
Composite 
Index of 
90 Bonds 
4.94% 
4.98 
4.85 
4.72 
4.60 
4.47 
4.49 
4.69 
4.52 
4.68 
Standard Statistics Bulletin Base Book, Jan. 193a, 
v. 63, no. '7, sec. 3, and supplements. 
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TABLE VI. Commodity Prices and Savings Bank Investments (15 
States), 1922-1931. 
Year Index of Investments Percent 
Prices (OOO's) of 
(1926-100) Deposits 
1922 96.'7 $ 1,588,'7'7'7 56.3% 
1923 100.6 1,668,623 54.1 
1924 98.1 1,'706,270 52.3 
1925 103.5 1,'760,122 51.1 
1926 100.0 1,'794,399 49.4 
192'7 95.4 1,885,530 48.8 
1928 9'7. '7 2,023,905 48.9 
1929 96.5 2,129,818 50.9 
1930 86.4 2,183, '7'7 4 49.9 
1931 '73.0 2,385,232 52.1 
Sources: Standard Statistics Bulletin, Base Book, Jan. 1932, 
v. 63, no. '7, sec. 3, and supplements. 
Annual Reports of the Comptroller of the Currency, 
1922-1931. 
- 33-
CHAPTER III. 
STATUTORY LIMITATIONS UPON INVESTMENTS. 
The state has the right to exercise supervision over the 
practices of fiduciary agents in the interest of the general 
public. This right becomes e duty when the state is tbe only 
body which c£-m adequately perform this function, or wnen the 
interest of a great body of the state's inhabitants is at steke. 
public interest demands that the deposits of the individual 
savers which have been entrusted to banks be invested in a con-
servative manner. Because of the fiduciary character of saving~ 
banks states have taken various steps with the end of protecting 
the deposits of clients from misuse and use in activities which 
are speculative or characterized by great risk. The first 
steps were taken when the size of the savings bank movement bega~ 
to give evidence of its present magnitude. 
Since the savings banks before the Civil War were all of th~ 
mutual type, tbe trustees were held directly responsible to the 
depositors for tl:Je application of the funds received on deposit. 
The locel character of the banks kept the moral liability for th3 
funds foremost in the trustees' minds, the concept of public con 
fidence in them checked riskful investments by the trustees. 
However, when the banking movement enlarged and deposits were 
received from outside the immediate connnunity, the state saw 
thet the regulation of the practices of investment by these 
banking institutions was within its proper jurisdiction. Thus 
.,... 
-~--------------------------------~3~4~-------------------------------~ 
we find that eighteen years after the chartering of the «provid-
ent Institution for Savings in the Town of Boston" in 1834, an 
act passed the Massachusetts legislature, an act which regulated 
the placing of funds deposited in savings banks. The custom of 
the Bank was to invest in bonds of the United States, Massachu-
setts, in bank stocks, and in the securities of companies favor-
ed by the trustees' personal knowledge. Other banks had often 
followed the practice of dumping all its deposits into the bank 
chartered by the state where a six percent return was given. 
The reason usually advanced for this procedure we.s thet the Stat~ 
bank offered the best return ave.ilable without incurring great 
risks. The efficacy of this transfer of deposits to the State 
bank depended upon the management of the State bank itself. 
The aforementioned act of April 2, 1834 of the State of 
Massachusetts provided for investment of deposits of savings 
banks in the stocks of any bank incorporated by Massachusetts or 
the United States, in loans to such banks at interest, in loans 
secured by st1ch bank stocks as collateral, in the public debt of 
Massachusetts and of the United States by purchase or loans 
secured by these obligations as collateral, in loans to the 
counties and towns of Massachusetts, in three-name commercial 
paper, and in mortgages on real estate to the limi..t of 75% of 
the total assets of the bank1 • This initial law regarding the 
----------------------------------------------------------------
1. E. W. Keyes. 2£• cit., p. 48. 
-
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investments of savings banks was copied with some changes of a 
minor character by Connecticut (1834), New York, (1846), New 
Jersey (1850), Rhode Island (1858), New Hampshire (1869) 2 • 
There e.re but few states todHy which do not regulate the invest-
ments of savings banks. There is not a single state which does 
not supervise such investments by means of its banking depart-
ment3. 
The fundamental chBracteristics of the early laws CHrried 
over into the present are the recognition of mortg8ges of real 
property as a great source of profitable investment, the provis-
ion for purchase of goverill!lental and municipal bonds in the 
United States, the purchase of obligations of the various pro-
ductive agencies, the dependence of all banks upon the credit 
structure of the nation as evidenced by purchases of the stocks 
of large banks. 
Table VII outlines the securities which may be held by 
savings banks in the respective states indicated. Only those 
states in which savings banks have operated since 1922 are in-
eluded in the list. 
From the table it will be seen that the states which sane-
tion the purchase of all kinds of securities, as is to be expect 
ed, are the states which have no legislation on the subject, but 
----------------------------------------------------------------
2. Ibid., v. 1, pp. 124-125, 387, 343, 172, 207. 
3. Alabama and Delaware do not actively exercise this power 
according to letters of the Bank Commissioners of these 
states to the autbor. 
.-
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TABLE VII. Types of Securities Legally Approved for Savings 
Bank Investments, 1922-1931. 
BONDS STOCKS H Ol 
Q) Q) 
p_, () 
.u ,::: 
Q) Q) fl.t a.1 
• () () +I 
+I oM ...... ...... oM ...... p_, 
:> ...... ~ c;U ...... a.1 :> Ol a.1 Q) 0 a.1 rO oM a.1 oM rO H Q) oM () 
STATE 0 p_, ~ a.1 Q) H oM H a.1 Q) bO () () oM 0 Cl) +I () +I 0 Cl) .u H < 
• Q) () oM H Ol ,::: Ol H bO Q) 
Cl) +I oM Q) ...... • :::l a.1 :::l ...... • .j...) ~ ~ a.1 ,::: H oM .0 rO ,::: '0 oM 
.g H ,::: 
• +I :::l 0 a.1 :::l ,::: oM ,::: a.1 0 0 Ql 
:::> Cl) ~ 1%4 p:: fl.t H 1%4 H p:: fl.t :al 0 (:Q 
Alabama y y y y y y y y y y y y y y 
California y y y y y y y y y y y 
Connecticut y y y y y y y y y 
Delaware y y y y y y y y y y y y y y 
Dist. of Col. y y y y y y y y y y 
Florida y y y y y y 
Indiana y y y y y 
Iowa y y y y y y 
Maine y y y y y y y y y 
Maryland y y y y y y y y y y y y y y 
Massachusetts y y y y y y y y 
Michigan y y y y y y y y 
Minnesota y y y y y y y 
Mississippi y y y y y 
Nebreska y y y y y y y y y 
Nevada y y y y y y 
New Hampshire y y y y y y y y y y y y 
New Jersey y y y y y y 
New York y y y y y y y 
Ohio y y y y y y y y y 
Oregon y y y y y y y y 
Pennsylvania y y y y y y 
Rhode Island y y y y y y y y y 
Utah y y y y y y y y y y y y y y 
Vermont y y y y y y y y 
Washington y y y y y y y y 
Wisconsin y y y y 
Sources: Laws of the states listed. 
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which leave the matter of investments to the boards of directors 
of banks. These states are AlHbama, Deleware, Maryland, and 
utah. Mississippi has no legal restrictions but tte state 
banking department imposed certain rules upon the five banks in 
the state until 19324 • The District of Columbia allows the 
purchase of any marketable bonds as legal investments. 
The most popular methods of investing the funds of deposit-
ors are mortgages, government, state, and municipal bonds. All 
states recognize the value of such securities as those entailing 
the least risk. Mortgages receive attention because of their 
integral position in the productive processes of the immediate 
community surrounding the bank. This reliance on the stability 
of the local economic organization and the political institution 
of the nation is a well-founded belief for these institutions, 
in combination with the church and the family, form the base upo11 
which all other economic and social units are built. If these 
two fail, all industries lose their power and all loans to them 
are worthless. 
In an analysis of the investments of savings banks, mort-
gages are n8turally omitted since they lack the proper liquidity 
as mentioned in the introductory chapter. Likewise, bankers' 
----------------------------------------------------------------
4. Legal restrictions for the investment of public deposits is 
provided. These restrictions have been omitted in the 
study. The regulations of the department were given the 
author by the Bank Commissioner. The five scates enumerat 
ed will be omitted from the detailed analysis of the vari-
ous types of securities. 
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acceptances and other short-term commitments are excluded with 
commercial paper transactions. This abstraction is necessary 
to limit the problem to the long-term securi~y issues, the 
security investments of savings banks. 
All states recognize the bonds of the United States govern-
ment as legal investments for savings banks, but less than one-
half specifically state in similar fashion concerning the notes 
of the United States government5 • Were the United States to 
issue stock at any time it would find a ready markeD in the 
savings banks of four states6 • The conclusion seems to follow 
that the securities sponsored by the United States government 
are held sacrosanct by all savings banks and in the legislation 
of the VBrious states. The only apparent reason for a distinc-
tion between the bonds, notes, and stock, of the national gov-
ernment seems to be one of terminology. Financial experts con-
ceive bonds as securities with a-definite promise to pay which 
is based upon some specific lien on income, notes as merely de-
bentures which have no specific lien upon income, and stocks as 
a representation of ownership and a claim to a share of the , 
profits, if any. The division of the obligations of the United 
States thus appears immaterial since all rest, in the last anal-
---------~------------------------------------------------------
5. Connecticut, Indiana, Iowa, Maine, Michigan, Minnesota, New 
Hampshire, New Jersey, New York, Pennsylvania, Rhode Island 
and Vermont. 
6. Connecticut, New Jersey, New York, e_nd Pennsylvania. 
,.., .. 
-----------------------------------------
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ysis, upon the taxing power of the Federal government. 
In addition to the direct obligations of the United States, 
some states authorize the holding of any security guaranteed in 
principal and interest by the United States government7 , the 
guarentee to be made by legislative action. This provision 
gives a market for the paper for many Federal projects which 
would otherwise lose their efficacy because they are not the 
direct obligations of the national government. The best exam-
ples of this type of obligation are the bonds issued under the 
provisions of the Federal Farm Act of 1916. 
Canada holds a favored place among the foreign governments 
whose obligations are held as legal investments for savings 
banks. Other prominent nations, Great Britain, France, and 
Ireland, are generally given a place only slightly below that of 
the Canadian government. Only two states give almost unbridled 
freedom to the directors of the banks in their choice of foreign 
government obligr, tions, the four having no restrictions e.t all 
being omitted, of course. California has no restrictions what-
soever, ·~rhile Ohio limits investments to the obligations Of · · 
ns tions which have not been ~'- t war wi tb the United States since 
1900. 
Canadian bonds qualify under the provisions of six of the 
other states allowing foreign bonds8 • These states evidently 
----------------------------------------------------------------
7. Connecticut, Maine, Minnesota, New Hampshire, New York, Pe 
sylvania, and Vermont. 
. pshire, Rhode Isle.nd Vermont 
and Washington. 
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see some connection between the progress of our northern neigh-
bOT and the welfare of the American government. New Hampshire 
goes to the extreme in allowing any security which is guaranteed 
bY the Dominion as a legal investment. 
Concerning European bonds, the obligations of Great Britain 
France, and Ireland qualify under the laws of Connecticut and 
vermont. These two states are the most liberal in regard.to 
European bonds in their legislation. In addition, Vermont 
allows banks to hold the securities of various minor countries9 • 
Foreign provincial obligs.tions quAlify under the laws extan 
in Connecticut, Maine, and New Hampshire. In these states, the 
various provincial bonds of Canada are specifically states as 
legal investments for savings banks. 
The payment of foreign bonds is generally demanded in legal 
tender of the United States, elthough gold is demanded by the 
statutes of California, Rhode Island, and 'Nashington. The 
latter provision seems more judicious since it allows for a 
change in the monetary systems of nations without harming the 
position of the obligations10 • 
In summary, California and Ohio have given the widest lat-
itude to directors of banks in the choice of foreign investments 
New Hampshire is liberal, but has specific countries named. as 
----------------------------------------------------------------
9. Newfoundland, Argentina, Chile, and Uruguay. 
10. This provision guarantees against depreciated currency whic 
might change the purchasing power of the principal of the 
bond. 
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has Vermont. The other states which allow foreign investments 
are strict and provide for only minor percentages of deposits 
to be so devoted. The large group of states which do not allow 
investments in foreign securities will be treated later in the 
question of the velue of foreign investments for banks. 
The political division irmnediately below t.he national gover -
ment is the state. Each state has an individual power to borro 
and to levy taxes, among its various f1mctions. As a result of 
this p•Y1'1".:lr, the obligati.ons of the Btf!.te ~s of almost all polit-
ical institntions have a place in the investment portfolios of 
savings banks. It is natural for a legislature to provide a 
legal stat,_ls for any bonds of its own creation, therefore, all 
states permit Revings bank investments in the obligations of the 
home state. When the provision is expanded to other states, 
various distinctions arise. One state, Connecticut, restricts 
the borrower to states which were admitted to the Union before 
lR96, while v';ashington, after allowing unrestricted investment 
in the obligations of the adjoining sta~es, imposes a default 
rule upon all other states. 
Mutual confidence in the ability of all states to meet 
their obligations does not exist t=.tpparently, judging from the 
laws regarding investments in state bonds. In general, most 
states have a clause which defines a default as a non-payment 
of interest or principal for a period of ninety days. The 
period in which a state must not have defaulted VRries from 
"'. -~----------------------------------------------------------------------~ 
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fiVe years in Indiana to twenty in MassHchusetts and twenty-five 
years in California. Table VIII shows the various provisions 
ror defatllt in the states having savings banks, 1922-1931.11 
The restrictions ·which states impose upon the qualification: 
fOr legRl investments by savings banks in the Obligations Of the 
various minor municipalities are more varied than the statutory 
restrictions on either state or governmental securities. In 
some cases the legislation appears to be slightly confusing. 
All states except Massachusetts assume that the municipal-
ities and varions minor divisions of the home state, _!.~., 
county, borough, township, city, district, tovm, school district 
etc., will be able to pay their obligations12 • The justifica-
tion of this confidence may be questioned in states which have 
no contr>ol over the expenditures of these minor units of govern-
ment but these cases are very few in ru~ber13 • 
Similar to the mutual lack of entire confidence of other 
states to pay their obligations is the di~trust of the minor 
units of other states. In general the restrictions on the ob-
ligations of counties are more lenient than those for cities, 
where this division is made14 • The county is considered able 
---------------------------------------------------------------
11. 
1~. 
13. 
14. 
Connecticut demands that the issue h8ve a seasoning of ten 
years, a novel provision for state bonds. 
Massachusetts restricts the size of the borrowing unit to 
one with a total outstanding indebtedness of less than 5% 
of the total assessed value of all taxable property. 
Georgia and Illinois are the only states which have no 
snpervision over local accounts. 
Division is made in Maine, Massachusetts, Rhode Island, and 
WAshtn.11ton. 
TABLE VIII. 
state 
California 
connecticut 
Florida 
Indiana 
Iowa 
Maine 
Massachusetts 
Michigan 
Minnesota 
Nebraska 
New Hampshire 
New Jersey 
New York 
Ohio 
Oregon 
Pennsylvania 
Rhode Island 
Vermont 
Washington 
Wisconsin 
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Statutory Liffiitations for Qualifying State Bonds 
as Investments for Savings Banks, 1922-1931. 
No default of more thHn days in years. 
25 
90 10 
5 
90 10 
20 
10 
10 
10 
90 10 
10 
10 
90 lU 
Sources: Laws of the states listed. 
~ ~---------------------------------------------------~ 
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to be lieble for a legal investment if it has over 20,000 pop-
ulation, has not defaulted on principal or interest payments for 
more than ninety days in the preceeding ten years15, and has an 
indebtedness not exceeding 5% of the last net assessed val11ation 
for tax purposes. Likewise, cities, when the division is made, 
are considered able to pay legal obligations if they can claim a 
population of more than 30,000 inhabitants according to the last 
preceeding Federal census, if there has been no default of inter 
est or principal of more than ninety days for the preceeding ten 
years, and if the bonded indebtedness does not exceed 7% of the 
net assessed velue of the properties listed on the last preceed-
ing tax rolls16 • 
When no division between counties and cities is made, the 
city iR considered the minor political unit by the majority of 
the laws. Only t•11ro states have divided the states into groups 
for the purposes of regulation of the borrowers17 • The major-
ity of the states allow investments in the obligations of cities 
in any state provided they fulfill certain conditions. In 
15. Massachusetts places the minim1~ at twenty-five years. 
ln. Massachusetts is much more strict, requiring higher stand-
ards in all divisions, While Washington is slightly more 
lenient. 
17. Minnesota restricts investment to municipalities in the ad-
joining states which have a population of ~,500 and a total 
debt of not more than 10% of the total valuation for tax 
purposes. Vermont lists two groups of s·ta tes. '.Phe first 
is composed of the larger and more progressive states in 
which the town must have a population of 1,000 (500 for 
school districts), with a 5% debt relative to total tax 
valuation. The second group includes all other states 
~ ........ ,... .... +-l-In,., ;y, t:hA Rn~'Lrv Moun_tains the town needing a 
~----------------------------~ 
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general, a city with a population of about 30,000 with no def9ul 
in interest or principal for more than ninety days in the pre-
ceeding ten years, provided the bonded indebtedness of less than 
7% of the taxation valuation of properties is judged as a proper 
borrower. Table IX shows the variations from this standard. 
Only two states place limitations upon the amount of funds 
which may be devoted to municipal bonds, Iowa stating 25% as the 
li!nit of the total assets which mey be used, while Maine desig-
nates that the limit for obligations of counties is 3% of the 
total deposits, for the obligations of cities, 5% to 8% dependen 
upon the type of city. 
The various governmental projects which are usually guaran-
teed by the national and state governments may be included in th 
analysis of governmental and municipal restrictions. The bonds 
of the Federal Farm Board and the Federal Land B11nks are names 
as legHl investments for savings banks in a number of states18 • 
In similar fashion, New York and Iowa have provided for bonds 
issued by their ovm state agricultural corporations. 
The purpose of savings banks as outlined in the introductor 
chapter is to collect the individual .savings and to transform 
them into the concrete instruments of production. Since the 
function of government is essentially non-productive, all in-
----------------------------------------------------------------
population of 4,000 and a debt of less than 5% of the total 
tax valuation. 
18. Indiana, Iowa, Maine, Michigan, Minnesota, New Hampshire, 
New York, Oregon, Pennsylvania, Rhode Island, Vermont, and 
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TABLE IX. Statutory Limitations for Qualifying Municipal Bonds 
as Legal Investments for Savings Banks, 1922-1931. 
state 
California 
Connecticut 
Florida 
Indiane. 
Iowa 
Maine 
Massachusetts 
" " 
Michigan 
Minnesota 
Nebraska 
Nevr,da 
New Hampshire 
II If it 
New Jersey 
New York 
Ohio 
Oregon 
Pennsylvania 
Rhode Island 
Vermont 
II 
" Washington 
Population Default Clause 
20,000 
20,000 
10,000 
30,000 
100,000 
3,500* 
50,000 
30,000 
1,000 
25,000 
30,000 
25,000* 
50,000* 
100,000* 
45,000 
__ days in yrs. 
90 
90 
90 
120 
90 
90 
25 
15 
10 
25 
25 
10 
10 
25 
10 
10 
10 
26 
* Specific groups of cities in specific states. 
Sources: Laws of the states listed. 
Valuation % 
of tax rol!S. 
15% 
7 
5 
5-8 
5 
7 
10 
10 
7 
5 
10 
7 
10 
7 
5 
7 
12 
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vestments by savings banks cannot be made in government and mun-
icipal obligations. Indeed, the total amount of such obligatio s 
8 vail8ble wou_ld be insufficient to fill the demand for them by 
savings banks alone without thought of other financial institu-
tions. Savings banks must, therefore, look to other fields of 
investments. When the field of risk-bearing investments is 
entered, the legislation of the various states becomes more 
varied and more specific. 
Industrial enterprises may be divided into three broad 
groups, railroads, public service corporations, and industrial 
concerns. The public opinion of the relative importance of 
each of these groups for investment purposes is subject to chang , 
but the tendency of legislation has been quite definite. Spec-
ific legislation is provided in all states except Alabama, Del-
aware, Maryland, and Uteh which l\'~ave the choice of securities 
to the individual boards of directors of the savings banks, and 
Nebraska and the District of Columbia, whose statutes provide 
for investments in all securities of "known marketable value". 
Railroads were among the first enterprises to be conducted 
under the corporate form of organization in this country. Con-
sequently, we find that railroad securities have played an im-
portant and definite pe.rt in American finance. Massachusetts 
recognized the importance of the new mode of transportation very 
early. In 1841 an act was passed which permitted savings banks 
to lend upon collateral which included the stocks of railways 
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nder certain conditions. The act of 1863 of Massachusetts 
rovided for investment in the mortgages of railroads. This 
nitial step was followed by many other states, until today only 
1ve states do not provide for railroad securities in the port-
olios of savings banksl9. 
In dealing with the states which allow legal investments in 
ailroad securities, a division of the obligations into mortgage 
nd equipment trust certificates will facilitate the study. A 
ortgage is an obligation of a corporation which is secured by a 
ien upon a definite portion of the property which the company 
Unless specifically stated, a mortgage will mean a first 
ortgage which is a first lien upon the property names as the 
security for the loan. An equipment trust certificate is an 
obligation is An obligation of a railroad "secured by a first 
lien on, or by a lease and conditional sale of, new railroad 
equipment of standard gauge, ••• free from all other encumbrances • 
• • The instrument under \Nhich such securities are issued or the 
lease and conditional sale of such equipment provides for the 
proper maintenance and replacement thereof and for the payment 
of the entire issue of such securities in . . . installments from 
the date of issue, without the release of any part of the lien 
or interest in any part of the equipment securing such securitie 
until the said issue so secured shall h8ve been paid or redeemed 
20 
• 
----------------------------------------------------------------
Wisconsin. 
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The discussion will assume that all railroads under discus-
sion are steam railroads of standard gauge, since this is the 
provision in the laws of those states which define the term 
"railroad". With th.e exception of certain sections of the laws 
for Connecticut, Massachusetts, and Vermont, all railroad secur-
ities in the United States are subject to the regulation of 
legal investments. 
The first point to be noted in laws governing investments 
by savings banks in the obligations of railroads is that a road 
should own from 300 to 500 miles of track, exclusive of terminal 
and sidings. This provision is modified in some states21, but 
the concept may be imputed to the various statutes which do not 
mention it specifically22 • Oregon's legislation holds that a 
fl1egal 11 railroad should have a bonded indebtedness of less than 
three times the outstanding capital stock, and that the issues 
should be listed on the New York Stock Exchange. This provi-
sion for the size and marketability of a bond issue seems some-
what unnecessary if the other provisions have been made suffic-
20. 
21. 
22. 
Massachusetts General Laws. Chapter 168, Section 54, 
clause third, sub-section p, as amended {1926). (Chapter 
283, amendments). 
Minnesota and Rhode Island specify one hundred miles of 
track. 
California, Florida, Massachusetts, New Hampshire, New 
Jersey, Ohio, Oregon, Pennsylvania, and Wisconsin. 
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1ently difficult of attainment. Still other states judge a 
railroad by its minimum gross revenue 23 • This provision is 
somewhat more valuable than that of Oregon in regard to debt and 
capital, since it assures that a. sufficient income is made to 
use in meeting the interest charges. The length of time over 
which this earning capacity must have been demonstrated varies, 
the average and most common period being five years. Some 
states are lenient and provide for sudden changes in revenue by 
allowing for a certain proportion of years. ·This provision 
seems to be more judicious than the absolute statement of a 
number of years since a drastic reduction of revenue may occur 
before adjustments of expenditures CBn be made. Table X shows 
the provisions of states for savings bank investments in railroa.< 
securities and lists the various requirements of earnings. 
Although some states have not required a. definite gross 
revenue, almost all hs.ve set a certain ratio of fixed charges to 
the amount of net earnings 24. The popular ratio for the cover-
ing of all fixed charges, i.e., rent for leased roads, miscella.n 
eous re]lts, fixed interest on funded debt, interest on unfunded 
debt, and amortization of discount on funded debt, is one and 
one-half ti:nes. New York makes a concession to the absolute 
----------------------------------------------------------------
23. Connecticut, Maine, Massachusetts, and Vermont require 
$15,000,000 annually, Michigan $10,000,000 for each of the 
preceeding five years, New York for $10,000,000 annually. 
24. Exceptions are Connecticut, Florida, Massachusetts, Minn-
esota, New Jersey, Pennsylvania, and Wisconsin. 
- 51-
TABLE X. Statutory Limitations for Qualifying Railroad Bonds 
as Legal Investments for Savings Banks, 1922-1931. 
state Times fixed Years of Rate of Years 
charges earnings dividends dividends 
earned paid paid 
California. lt 1 
connecticut 4 5 
Florida. 2 
Maine li 5 
Massachusetts 4 5 
Michigan ll 4 of 5 5 
Minnesota 4 5 
New Hampshire li-2 3 of 4 
New Jersey 5 
New York 1! 9 of 10 1 fix: chg. 5 of 6 4 
Ohio 1 5 5 
Oregon li 5 4 5 
Pennsylvania 4 5 
Rhode Island 1~-2 3 
Vermont 5 10 4 5 
Washington 1~ 5 of 6 .l. fix: chg. 6 4 
Wisconsin 4 5 
Sources: Laws of the states listed. 
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statement in a provision which calls for this ratio in nine of 
the ten preceeding years25. 
In addition to the interest payments on the outstanding 
bonds and other evidences of obligations, the statutes generally 
require that the railroads have paid a certain rate of dividend 
on the outstanding common stock. The popular provision is a 4% 
dividend for the preceeding five years. This provision is foun 
in nine of the fifteen states requiring a rate of dividend pay-
26 ments • New York and Washington, in an attempt to proportion 
the amount of dividends to the amount of interest expenditures, 
have made a novel provision calling for dividends to equal one-
fourth of the fixed charges27 • The one difficulty found with 
this statute is that roads may be persuaded to issue fewer bonds 
than are necessary to finance themselves in order to keep other 
issues on the "legal lists"28. 
----------------------------------------------------------------
25. Oregon lowers the ratio to lt vvhile Vermont raises it to 5 
for railroads located outside New England. 
26. Connecticut, Massachusetts, Michigan, :Minnesota, New Jersey 
Oregon, Pennsylvania, Vermont, Wisconsin. 
27. "that in each year for at least five of the six fiscal year 
next preceeding such investment, such investment, such 
railroad corporation shall have paid dividends in cash upo~ 
its capital stock equivalent to at least one-fourth of sue 
fixed charges tt. New York consolidated laws. Chap. 2, 
Art. IV, Sec. 239, cl. 7. 
28. Many states have passed amenciments which alloVI banks to hol< 
bonds of companies which have violated the dividend require 
ments in 1931 on t}1.-:- bnsi:' of previous records. cf. New 
York Consol. Laws. Chap. 2, Art. IV., Sec. 239, cl. 7a. 
-- 53-
After describing the companies which may sponsor obligations 
~nitBble for savings bank investment, the laws of the variovs 
~t£1tes usually deRcribe the form of tbe issues themselves and 
tbe secvrity underlying the issue. First mortgages are specif-
ied in the laws of thirteen states 29. A first mortgage is a 
ifirst lien on the real property owned by the railroad to the 
00 average extent of 75% of the actuPl value • Debentur·es, or 
cl~d.ms to income from the road, are accepte.ble to tbe laws of 
IFlorida31 , Massa_chusetts, Rhode Island32, New York and \;iiashing-
Consolidated and refunding mortgage bonds are regarded 
as the equivalent of first mortgage bonds by eight states34. 
~aine, Pennsylvania, Rnd Rhode Island allow the bonds of Canad-
ian railways to -1 uelify under condi tio~s similar to tbose for 
American bonds, believing that the operation principles Rnd 
methods of the roads of the two countries are similar. 
As for equipment trust certificates, the usual term of the 
trust agreement is fifteen years35 • The bonds outstanding or 
29. Connecticut, Florida, Maine, Massachusetts, Michigan, Minn-
esota, New Jersey, New York, Oregon, Rhode Island, Vermont, 
'Nashington, and Wisconsin. 
30. Oregon reduces it to one-third. 
31. For certain roads in the state only. 
32. For certain roe.ds which hflve a large margin over• fixed pay-
ments. 
33. These two states require a collateral deposit of other rail 
road bonds which are legal for investment. 
34. Maine, Massachusetts, Michigan, Minnesota, New Jersey, Rhod 
Island, Vermont, and Wisconsin. 
35. Rhode Island statutes are indefinite, as are those of Ohio, 
but the two imply a term of fifteen years. 
,.... 
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authorized cannot exceed the value or cost of the e.1uipment 
behind the issue by more than 20% according to common opinion of 
. 1 t 36 1eg1s s. ors • Some states still have provision for the bonds 
secured by the National Railvray Corporation37, while New Hamp-
sbire extends the equipment trust clause to include the certif-
icates of Cana.dian railways. 
An essential part of a railroad is a terminal or connection 
with other means of transport&tion, This relation causes bonds 
of terminal, dock, and wharf companies whicr are guaranteed by 
rRilroads ,,.1hose bonds are thernsel ves deemed "legal" to be con-
sidered equivalent to other legal securities. The restrictions 
usually provide for a 75% first mortgage on the entire propertie~ 
of the company. The bonds of minor railroads which are guaran-
teed by other roads whose obligations are themselves able to 
y_ualify as lega.l investments according to the state law are 
addAd to the list in several states38 • 
Deviations from the general outline of legislation are founc 
in Massachusetts, New York, Vermont, and Washington. Massachu-
setts and Vermont approve the purchase by savings banks of: 
"A mortgage upon not less than ten percent of the 
railroad, exclusive of sidings, owned in fee at 
the date of said mortgage by the corporation 
issuing or assumine; said bonds, but in no case on 
less thAn five hundred continuous miles of 
----------------------------------------------------------------
36, Ohio decreases the percentage to 50%, California to 60%, 
while New Hampshire and Washington increase it to 85%. 
37, Maine and New Hampshire. 
38. Gel ifornia, Massachusetts, Minnesota, New Hampsbire, New 
.Tersev New York Pennsvlvania Rhode Island. Vermont. Wash-
ington. 
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standard gauge railroad: provided that--
"said mortgage is a first or second lien upon 
not less than seventy-fivepercent of the total 
railroad covered by said mortgage at the date 
thereof, and w:bich provides for the retirement 
of all mortgage debts which are a prior lien 
upon sHid railroad owned in fee and covered 
by said mortgage, at the date of the execution 
thereof; 
"the bonds secured by said mortgage mature at 
a later date than, and cover a mileage at least 
twenty-five percent greater the.n is covered by 
any of the bonds secured by a prior lien mort-
gage so to be retired"39. 
Likewise, New York and Washington provide for a fixed-inter 
est or income bond with the following section: 
"Fixed interest bearing mortgage bonds ••• , 
income mortgage bonds, collateral trust bonds 
••• , or unsecured bonds, issved, assumed, or 
guar:=mteed as to principal and interest by 
endorsement by, and so guaranteed which guar-
anty has been assumed by, sucb railread corpor-
ation, the amount of earnings of which each 
year for at least five of the six fiscal years 
next preceeding such investment after deducting 
rent for hire of equipment and joint facility 
rents, if any, from gross income shall have 
such gross income as defined by the accounting 
regulations of the Interstate Commerce ComMis-
sion, including interest on such income mort-
gage bonds, if Any, and the net income of vrhich 
after such deductions shall have been not less 
than $10,000,000 each year for at least five 
of the six fiscal years next preceeding such 
investment, and which railroad corporation 
shall have made the dividend and princi8al and 
interest payments hereinfore requiredfl4 • 
Limitations upon the funds which savings banks may invest 
in mortgage obligations of railroads are imposed by Maine, Minn-
----------------------------------------------------------------
42. 
43. 
Massachusetts General 
third, sub-sec. 4. 
Washington Statutes. 
Consol. Laws. 
Laws. Chapter 168, sec. 54, clause 
Chapter 74, laws 1929, sec. 165, d. 
Chap. 2, sec. 239 sub-aiv. 7 cl. e. 
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esota., New York, and Washington. All these states limit the 
amount invested to 25% of the deposits of a bank41. The limit-
ations upon the purchase of equipment trvst certificates are 
found in only five states and vary from 6% to 15% of the total 
depos i ts42 • 
The statutes of Michigan and Ohio allow savings banks to 
invest in the first mortgage bonds secured by steel steamships t 
the limit of 50% of the actual value. Michigan limits the ship 
to those in action upon the Great lakes, while Ohio sets no 
limit. The limit of funds which may be so invested is specif-
ically set at 10% of the total deposits of the bank. 
Public service companies inclnde companies which manufactur 
and/or retail electric light current, artificial and/or natural 
gas, telephone companies, street railways, water companies, the 
whole group commonly known as public utilities. The latter 
term, however, will be restricted in its use to the includion 
of only electric light and gas companies. 
Some states do not recognize the obligations of public ser-
43 
vice companies as suitable investments for savings banks • In 
Ale,bama, Delaware, the District of Columbia, Meryl2.nd, Nebraska, 
and Utah, the decision of the choice of securities is left to th~ 
41. Oregon sets the limit at 10% of total deposits. 
42. Connecticut sets the maximum at 6%, Massachusetts ~md New 
Jersey at 10%, Washington at 15%, Michigan at 25% of total 
deposits. 
43. Florida, Indiana, Iowa, Mississippi, Nevada, Oregon, and 
Wisconsin. 
individual boards of directors end trustees of the banks. No 
states make any restrictions regarding the location of the comp-
anY whose obligations are desired44. 
In dealing with the issuing companies of bonds which may 
qualify as legal investments for sRvings banks, states emphasize 
the amotmt of gross income, the percentage of such income derive 
from the sale of products45, the length of the franchise under 
which the company operates, the proportion of capital stock to 
funded debt, the net earnings46 • 
The minimum revenue of a qualifying public utility company, 
i.e., one manufacturing or retailing electric current or ne.tural 
and/or artificial gas, from a legislative point of view is ap-
proximately one million dollars annually47 • Of this gross rev-
enue between 75% and 85% of the total is expected to have been 
derived from the direct sale of products. Only Maine and Rhode 
Island make no provision of this character and thus allow invest 
ments in holding companies. 
The duration of the franchise under which a public utility 
company operates is of prime importance since a sudden conclusio 
of the period of the franchise may cause bonds 1Nhich would other 
wise qualify as legal investments to be defaulted as unpaid obli 
44. 
45. 
46. 
Rhode Island allows the obligations of Canadian public util 
ity companies to qualify. 
This is to prevent investments in holding companies. 
Connecticut also dictates a depreciation policy by requirin 
a minimum reserve of at least 10% of the actual value of t 
~roperty of the. corporation. 
bode Island 
$200,000. 
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gations by the immediate bankruptcy of the company. The usual 
provision is for a frAnchise which extends longer than the term 
of the bonds and which does not entail more than a 25% fee for 
tbe operation of the company48 • 
Several states have fixed t:be total Hmount of capital stock 
whlch may be issued by a comp,:my wishing to que.lify its bonds as 
legal investments at less than 67% of the funded debt49 • This 
provision, no doubt, deters some companies from contracting too 
mfny fixed obligations, with the resultant lack of sufficient 
working capital and the possibility of being unable to meet its 
flxed obligations should a sudden decrease in revenues occur. 
The question of net earning in proportion to the total 
funded debt charges is one which receives the attention of almos 
all states which recognize public utility obligations as invest-
ments for savings banks. The common decision is that the margi 
of safety must be at least two, that is, tbe charges must be 
earned at least twice. This earning capacity must have been 
shown over a certain period of time, generally from three to 
five years. The summary of the conditions discussed is treated 
in Table XI. 
-----------------------------------------------------------~----
48. New HP.mpshire is the sole exception with 49% as the limit. 
49. Connecticut, :Massachusetts, Michigan, Minnesota, New York, 
and Pennsylvania. 
~ 
TABLE XI. Statutory Limitations for Qualifying Public Service Bonds as Legal Invest-
menta for Savings Banks, 1922-1931. 
State Gross Income % from Stock Earnings Time Franchise Mtg. on Holdings 
Sales Debt Charges after term % all limit 
& % income property ___ % dep. 
California 1~ 12 mo. 
Connecticut $1,500,000 75% 67% 2 5 yr. 5yr. 75% 75% 25% 
Maine 500,000 2 3 3 75 35 
Masse.chusetts 1,ooo,ooo 75 67 2 5 75 15 
Michigan 1,000,000 75 67 2 5 75 10 
Minnesota 1,000,000 75 67 2 5 5 100 20 
New Hampshire (Net) 500,000 2 3 51 67 20 
New Jersey 2,500,000 85 2! 5 60 10 ('Jl co New York 1,000,000 75 67 2 5 75 I 
Ohio Div. 5 
Pennsylvania 1,000,000 75 67 2 5 5 75 60 
Rhode Island 200,000 2 3 
Vermont 150,000 2 3 35 
Washington 1,000,000 75 2 60 15 
Sources: Laws of the states listed. 
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As to the type of bond, the first mortgage is popular, no 
other type of issue being allowed in most cases. The closed 
mortgage upon a portion of the properties is favored as is the 
open type mortgage upon the total properties within certain re-
strictions as to additions to the debt. An issue under a 
closed mortgage clause is one in which the hssuance of any more 
bonds upon the same security is prohibited. An open mortgage 
allows the extension of the amount of bonds outstanding and the 
increase of the indebtedness upon all the properties which tee 
company holds or may acquire. A closed mortgage bas a security 
of 100% of the property it covers, while an open mortgage gen-
erally r11ns less in percentage. Three states, however, demand 
that the closed mortgage cover no more than 60% of the value of 
the properties mortgaged50 • The general opinion allows open 
mortgages to 75% of the value of the properties, according to 
the state statutes5l. The extension of the bonds against the 
certain property already mortgaged by an open type mortgage may 
not be made unless the charges for the outstanding and proposed 
debt together have been earned at least li times for 12 of the 
50. Connecticut, Massachusetts, and Pennsylvania. 
51. The detailed anaJysis of this percentage appears in Table 
XI. 
preceeding 15 months 52. 
restrictions which are not 
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Other minor sections of state laws makE 
50 comr.wn • 
The restrictions upon the size of holdings permitted of 
public utility bonds by savinrs banks very as shown in Table XI. 
Water companies are designated as companies whose obligatiors 
may be purchased by savings banks in the states of Connecticut, 
Massachusetts, and Rhode Island. Maine and New Jersey class 
this type of public service company as a public utilKty and applJ 
the laws already cited. The population of the community served 
by a water company is of importance for investment analysis of 
this type of company, since it gives an index of the demand for 
the product. Connecticut states the minimum population at 
lt,OOO, Rhode Island at 10,000. The franchise under which the 
company operates must extend at least the duration of the bond 
issue and give exclusive rights to the water service of the 
community. A 4% dividend on capital stock must have been paid 
by the company in addition to the interest on bonded indebted-
ness for at least the last three 7ears before the purchase of 
the investment. The limit of funds which may be devoted to 
water bonds in Connecticut is 2% of the total deposits. 
Street railways are defined as a public utility in Maine, 
Rhode Island, and Vermont, and as such are subject to the certai 
----------------------------------------------------------------
52. Connecticut, Massacrmsetts, and Michigan. 
53. In the Connecticut, New York, and Pennsylvania statutes the 
minimum isslle which may ~ualify is $1,000,000. Massachu-
setts statutes provide that the issue must have a thirty ye r 
tePm The maximum issue in Maine is three time outstandin 
capital stock. 
~-~----------------------------------------~ 
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conditions set forth. In Connecticut and MassachuseGts the 
traction company must be located within the confines of the 
ste.te. The bond which qualifies under the provisions of these 
states must be a first mortgage on the property to 75% of the 
actual valuation of the property and extend over at least 75% 
of the properties of the company. A dividend of 4% on outstand 
ing capital stock is R l"'e'l'.lisi te for five prec•3Gding years in 
Connecticut, a 5% dividend in Massachusetts. Connecticut again 
plR.ces a 2% limit upon the amount of deposit;s which m8y be devot 
ed to traction securities. 
Telephone companies r>eceive particular attention in many 
54 states • New Jersey classes both telephone and telegraph com-
panies as public utilities. The usual revenue required of 
these compBnies is $5,000,000 annually55 • The outstanding debt 
is ll:n1. ted to li times the capital stock outstendlne; according 
to the strictest str-:,tutes56 • The earning should be sufficient 
to cover the fixed charges at least twice according to one set 
of statutes57 , while another requires a dividend test of at 
----------------------------------------------------------------
54. Connecticnt, Maine, Massachusetts, Michigan, New Hampshire, 
New York, Pennsylvania, Rhode Island, and Vermont • 
. s5. Connecticut raises this to $15,000,000, while ~ode IslAnd 
and Vermont 1 ower it to $1, 000, 000 • 
56. Michigan, New York, and Pennsylvanie.. 
57. Maine, Michigan, New Hampshire, New York, Pennsylvania, and 
Rhode Island. 
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~·a least 4% on outstanding capital stock for five preceeding years i .• 
The security underlying the bonds must be a mortgage upon properf-
ties to 75% of their value, or a collateral trust agreement on 
securities of qualifying companies to 75% of the volume of the 
bonds issued, thA interest on the deposited securities required 
to be sufficient to cover the interest requirements of the trust 
certificates at least li times. The limit of investments by 
savings banks in this type of security i:'l usually 10% of the 
total deposits 59 • 
The bonds of the various industrial corporations of the 
country are rarely legal investments for savings banks. Few 
states recognize them as such, and where this is the case, rigid 
condittons and laws are set down. Mississippi allows invest-
ments in industrials to a very limited degree6°. Two states, 
Rhode Island and Michigan, permit industrial corporations to 
issue mortgages secured by collAteral composed of bonds which 
are already legal investments to 120% and 110% of the total 
issue of bonds. This, in effect, is an investment in the other 
types of bonds and is not a true investment in an industrial 
corporation. Ohio permits investment in the mortgage bonds, 
debentures, or collateral trust certificates of any industrial 
58. Connecticut, New York, and Pennsylvania. Massachusett's 
law requires that the dividends be 6% for the preceeding 5 
years, and that the dividends "shall not have been less tha 
the total amount necessary to pay the interest upon the 
entire outstanding indebtedness". . 
59. Connecticut and Massachusetts set 5% of deposits as maximum 
60. Letter of ·state Bank Commissioner t'o author. 
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company which has eRrned and paid its dividends for the preceed-
ing five years, the earnings of which have been twice the inter-
est charges on the outstanding bonds for four years, and which 
gives as sem1rity, in the first instance, a first mortgage to 
50% of the actual value of the property. California combines 
the two attributes with a collateral trust certificate backed by 
115% of legal bonds being able to qualify, and also first mort-
gage bonds of any company which has earned its fixed charges 1 
2/3 times for the preceeding t·,o~enty years. Maine allows invest 
ments to 10% of the total deposits in the first mortgages of 
industrial companies which he.ve earned $2,000,000 annually and 
paid interest charges 4 times, or have earned $10,000,000 net 
e.nmlRlly and have covered fixed charges twice. Oregon's statutE 
is the most liberal in regard to industrialbond investments. 
The qualifying bonds may be first mortgages to 50% of the value 
of the properties of en industrial company which has earned the 
interest charges on its bonds and preferred stock twice in each 
of the three preceeding years. The limit of 5% of deposits so 
invested is made, however. 
The legislators become cautious when they leave the field 
of debt obligations and enter the province of stock, or claims 
to profits from productive activity. Only three states permit 
investments in industrial stocks in the widest sense. Maine 
provides for commitment of funds in the stocks of industrial 
companies located within the state which have paid a 6% dividend 
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for three preceeding years, and sets a limit of such investments 
at 5% of the total deposits. Rhode Island has enacted a statut~ 
which sanctions the purchase of the stocks of railways which hav~ 
been leased to roads which fulfil all the qualifications necessa~y 
for the issu.e of "legal" bonds. The lease must extend over a 
period of at least fifty years and requires a 4% dividend to hav~ 
been paid annually by the leased railroad. The limit of 2% of 
bank deposits so invested is made. New Hampshire is the most 
liberal state in regard to stock holdings by savings banks. 
Railroad stocks rnBy be purchased if the road has paid dividends 
of 4% for the preceeding 5 years, if the gross income has been 
at least :~10,000,000 annually, and if the net earnings heve 
covered all fixed charges at least twice during the re,luisite 
period. Public utility company stocks are qualified if the 
compqny has had a gross income of $500,000 annually for the 
preceeding 5 years, has earned its fixed charges at least twice, 
and has paid a 4% dividend on all outstanding stock for the past 
five years. Telephone companies which have paid a 4% dividend 
for 5 preceeding years also qualify in New Hampshire. 
Bank stocks form an important part of the holdings of many 
savings b~mks in states which permit such investments61 • The 
provisions vary from the stock of any national bank and of any 
61. Connecticut, Florida, Massachusetts, Rhode Island, and 
Vermont. 
,. 
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state bank in the home state to very definite banks in specific 
cities62 • Restrictions are sometimes placed upon the size of 
the bank whose stock may be owned, and often upon the amount of 
~unds which may be devoted to the purchase of bank stocks63 • 
Rhode Island enacted a singular statute in 192764 • 
"(a) In the capital stock of any bank or trust 
comuany incorporated under the laws of the New 
England states, or of the state of New York, 
or of any na.tional banking association doing 
business in any of said states. 
11 (b) In the capital stock of any bank or trust 
company incorporated under the laws of any 
other ste_te and doing business in any other 
state, or of any national banking association 
doing business in such other system, if such 
corporation is a member of the Federal Reserve 
System, and has a principal office located in 
a city of at least two hundred thousand inhab-
itants, according to the most recent United 
States census, and has an Aggregate capital, 
surplus and undivided profits of at least 
$5,000,000 and has been in active business 
for at least ten years next oreceeding the 
date of investment, including in the computa-
tion of said ten years, if the corporation 
results from the consolidation of two or more 
such corporations, the time during which any 
consti~1ent corporation has been active". 
----------------------------------------------------------------
62. Florida: any Florida state bank or any ne_tional bank. 
Massachusetts: any bank in New England. 
Vermont: any Vermont state bank and any national bank. 
Rhode Island: any state or national bank in New England or 
New York, or any member of the Federal Reserve System. 
Connecticut: banks in Connecticut, or the cities of Boston, 
New York, and Philadelphia. 
63. Massachusetts: 20% of total deposits. 
Vermont: 10% of total deposits. 
Connecticut: Banks of over $2,000,000 capital and surplus i 
the state, over $10,000,000 in the cities named, the 
total amount of holdings not to exceed 10% of deposits 
Rhode Island: 25% of total deposits. 
64. Gen. Laws, 1923. Title XXV, ch. 272, sec. l, cl. vii, as 
~umu~~-Q...:l by Gho 1034 7 P I· 1 J 927 
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H. c. Bryant has stated the problem of the legislators in 
regard to the savings bank investments as follows: 65 
"They (the legislAtors) must provide for the 
banker as safe, sane, and scientific a savings 
bank law as it is possible to provide". 
ryant states further, that the legislators have often succeeded 
and exhibits as proof the legiRlation of such states as New York 
New Jersey, Massachusetts, Minnesota, and Washington. He state 
that the cardinal principle written into each of these laws is 
safety. 
Table XII compares the legislation of these various states 
for all groups and forms an approximation of the main trend in 
the restrictions placed by laws upon the invest~ent of deposits 
by savings banks. It will be noticed that Washington, Michigan 
and Minnesota statutes are more or less copies of the earlier 
laws of the New England states. 
The problem of the economic validity of these laws remains 
to be attacked. Can these laws provide for any contingencies 
which may result from a period of falling prices such as occurre 
in the period 1922-1931? 
----------------------------------------------------------------
65. H. c. Bryant, "General Principles for Investing Savings 
Bank Funds". American Institute of Banking Conferences. 
1925. pp. 558-560. 
., 
TABLE XII. Selected Statutory Limitations on Investments of Savings Banks, 1922-1931. 
TYPE OF SECURITY New York New Jersey Massachusetts Minnesota Washington 
Government Bonds 
United States Yes Yes Yes Yes Yes 
Canada No No No· No Yes 
European No No No No No 
Miscellaneous No No No No No 
Guerantees u. s. No No No No 
State Bonds 
Home state Yes Yes Yes Yes Yes 
Any state Yes Yes Yes Yes Yes 
Default clause 90da. lOyr. 10 yr. 20 yr. 10 yr. 90da. lOyr. 
Municipal Bonds 0) 
(l) 
I Home state Any Some Some Any Any 
Any state Some Some Some Some Some 
Population 30,000 30,000 3,500 45,000 
Issue % of tax val. 7% 10% 5% 10% 12% 
Default clause 120da.25yr. 10 yr. 25 yr. 90da. 26yr. 
Limit of holdings 
Railroad Bonds 
-
No. miles track 500 500 100 500 
Gross revenue $10,000,000 $15,000,000 
Fixed chgs. earned 1! 1-~ 
Years Earned 9 of 10 5 of 6 % Dividends paid i fixed chgs. 4% 4% 4% t fixed chgs. 
No. years paid 6 5 5 5 6 
Limit of holdings 25% dep• 25% dep. 25% dep. 
TABLE XII. Selected Statutory Limitations on Investments of Savings Banks, 1922-1931. 
(Continued) 
TYPE OF SECURITY New York New Jersey Massachusetts Minnesota 
Railroad Bonds 
. Equipment Trust 
Percent cost cover 
Limit of holdings 
Public Service Bonds 
Any 
80% 
Any 
80% 
10%. dep. 
Utilities Any Any 
$1,000,000 $2,500,000 Gross income % from sales 75% 85% 
Franchise earnings 75% 
Stock/Debt 67% 
Net earnings 2 chgs. 2! chgs. 
No. years earned 5 3 
Security by property 60% 67% 
Limit of holdings 10%* 20% 
Water companies None cf. Util. 
Traction companies None None 
Telephone companies Some cf. Util. 
Gross income $5,000,000 
Outstanding debt li cap. 
Earn:1ngs 2 chgs. 
Security 60% mortgage 
Limit of holdings 10% dep. 
Any legal 
80% 
10% dep. 
Any 
$1,000,000 
75% 
67% 
2 chgs. 
5 
75% 
15% 
Some 
Some 
Some 
$10,000,000 
Any 
75% 
Any 
$1,000,000 
75% 
67% 
2 chgs. 
lOO% 
20% 
None 
None 
None 
int. equal div. 
6% div. 
75% mortgage 
5% dep. 
*After 50% deposits are invested in real estate mortgages. 
Industrial Bonds 
Any type None None None None 
Washington 
Any 
85% 
15% dep. 
Any 
$1,000,000 
75% 
2 chgs. 
60% 
15% 
None 
None 
None 
None 
... 
m 
~ 
I 
..... 
TABLE XII. Selected Statutory Limitations on Investments of Savings Banks, 1922-1931. (Concluded) 
TYPE OF SECURITY New York New Jersey Massachusetts Minnesota W'ashingGon 
Stocks 
Railroad None Certain None None None ...:J 
Public Service None Certain None None None 0 I 
Industrial None None None None None 
Financial None None N. E. None None 
Sources: Lows of the states listed. 
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CHAPTER IV. 
SAVINGS BANKS AND BONDS--- GOVERNMENT. 
1. United States government obligations. 
Savings banks, like other financial institutions, are large 
holders of the obligations of the United States government. 
United States bonds, treasury certificates and notes are the 
premier investments of these companies, considered as among the 
most li::J.uid security investments. A ready market always exists 
for these securities because of purchases and sales by the Fed-
eral Reserve Banks through its open market operations. 
Since. the legal position of the holder of a government ob-
ligation in case of default is very weak, the security behind 
these bonds and notes rests upon the size of the flow of revenue 
from taxation in relation to expenditures. In view of the en-
viable record of the United States bonds since the funding of 
the government debt in 1789, because of the existing resources, 
even in periods of depression, the United States bonds and notes 
are regarded as almost riskless investments. 
Table XIII compares the yields of the various types of gov-
ernment obligations with the holdings of savings banks during 
the period 1922-1931. It shows an increase in holdings to 
1925; a slight drop in 1926, followed by a great fall in 19271 • 
----------------------------------------------------------------
l. Attributable to the change from government bonds to muni-
cipals in Massachusetts in 1927. J 
._____ __ _ 
r 
TABLE XIII. 
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Holdings of Government Bonds by savings Banks in 
15 Selected States, with yields on Treasury Notes 
and Bills, 1922-1931. 
Year Holdings Percent of Yield on Yield on 
1922 
1923 
1924 
1925 
1926 
1927 
1928 
1929 
1930 
1931 
Sources: 
$ 
(OiJO's) Investments Treasury Treasury 
Notes Bills 
467,081 29.4% 4.35% 3.47% 
522,834 31.3 4.45 3.93 
581,690 34.1 4.09 2.77 
582,842 33.0 3.99 3.03 
480,059 26.8 3.95 3.25 
206,286 10.9 3.46 3.11 
181,443 9.0 3.44 3.97 
155,346 7.4 3.65 4.42 
128,046 5.9 3.40 2.23 
126,093 5.2 3.46 1.15 
AnnuRl Reports of the Comptroller of the Currency, 
1922-1931. 
Stands.rd Statistics Bulletin. Base Book, Jan. 1932, 
v. 63, no. 7, sec. 3, and supplements. 
r 
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The volume of government obligations held during the period of 
great financial speculation, 1927-1929, remained almost constant 
throughout. A similar trend is observed in the government 
holdings, deposits, and tot~l investments between 1922 and 1925, 
but this trend turns about from 1925 to 1932 and there seems to 
be no relation between the bond holdings and the total invest-
ments or total deposits. Therefore, it appears that savings 
banks held such a quantity of government securities as was ab-
solutely necessary to insure immediate liquidity. 
one reason for the apparent neglect of government securities 
until 1930 is the higher rate on other types of securities. Th~ 
trend of government bond yields is similar to that of other types 
of securities but is much lower. V~hile the yield on United 
States Liberty bonds and 'rreasury notes varied about the 3.5% 
mark, a bank could scarcely pay its depositors 4% and 5% on de-
posits or 4% dividends to stockholders. Thus, only a minimum 
of government holdings would be held in the portfolio. 
A second reason for the small holdings of government bonds 
by savings banks is found in their attractiveness for credit 
purposes of commercial banks and the Federal Reserve System. 
This extra-heavy demand during the latter part of the period 
1922-1931 caused the rate of return to center about the 3.5% 
while other bond yields rose sharply. 
The sharp decrease in government holdings in banks in part 
is attributable to the calling of a large amount of Liberty Loan 
r 
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onds and the change from governments to municipals in Massachu-
etts. The holdings of banks are mostly long-term, since there 
s little need for such extremely short-term paper as treasury 
ills. 
The conclusions which follow from this examination of the 
oldings of government bonds by savings banks are: 
1. Government bonds were used primarily for purposes of 
safety, as Rn extremely liquid investment, and were 
only carried in amounts needed for purposes of safety. 
2. Government bonds did not replace other types of secur-
ities after 1929 due to open market operations of the 
Federal Reserve System. 
3. 'rhe insufficient return on government bonds caused this 
type of security to take a minor part in the portfolio 
of banks. 
2. Government Instrumentalities. 
Many states have acted favorably regarding investments of 
savines banks in securities of the Federal Farm Loan Banks, Join 
'tock Land Banks, and in two cases State Agricultural Credit Cor 
orations. Prior to 1916 the principal sourced of f1mds for 
ong-term mortgage loans on farm properties were eastern banks 
and other financial institutions which made large investments an 
could spread the risk of holding this relatively unliquid type o 
investment. Following the enactment of the Federal Farm Loan 
ct in July, 1916, the Federal Land Bank and the Joint Stock 
ank were set up under Federal control. Although the bonds of 
these institutions are not guaranteed by the Federal government, 
they are considered as instrumentalities of the government of 
the United States, and are exampt from all taxes except estate 
r 
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gnd inheritance levies. There is also a felling among bankers 
thAt the government would give strong aid in case of default in 
anY of these bonds2. The bonds of the Federal Lnnc'l. Br r:Yt:, ~' ~J 
v.~ ,l.lr;•J 1J •. capite.l stock of sn-~~J, :'_JU\tltutions, are, therefore, 
considered legal investments by many states. 
When tested in a period of fe.lling prices, the Federal Farm 
Loan bonds show e. tendency to yield greater returns. Although 
t:here is no index available for s1Jcll securities, the price range 
since 1925, the peek year for reel es tB te speculation, has been 
downward. H0wever, the yield is still below that needed to cove 
operating costs of banks. This fB.ctor makes the hold:Lngs of 
this type of security smB.ll. These obligations are included 
in the general classification of government securities, but l1ave 
a relatively doubtful liquidity, and therefore, have little plac 
even theoretically in a bank's portfolio. 
Joint stock land banks are essentially private corporations 
and Ere really similar to other types of banks, except that they 
are tmder government a-u spices. 'rhese banks issue bonds upon 
farm mortgBges deposited witl1 the Federal FBrm Board to 15 tin1es 
their capitel and surplus. Al thougrJ regulnted by the Board, 
the banks are not connected with the government in any way. 
The bonds of such organizations, therefore, will Rell at a great 
-----------------------------~----------------------------------
2. cf. statement by c. E. Hughes quoted in R. E. Badger, 
Investment Princ:i.ples and Practice, p. 616 footnote. 
New York, Prentice-Hall, 1928. 
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discount in a period of depressed farm land prices sucb as exist 
cd after 1925. Because most of these institutions have default 
ed upon their obligations Hnd very few of the bonds find any 
market witbin a reasonable price, it is possible that savings 
banks have avoided such securities. The yield on these bonds 
is high, the risk is also high, the marketability is lirrited, 
and on this account they are scarcely compatible vvi th the idea 
of secondary reserve assets. In this type of security the 
legislators provided what they though, and what was at tlle time, 
i.e., before 1923, a liquid form of legal investment. However, 
rePl est.ate vslues were rising, l'md the lLplidity of these se-
curities was rnRrkedly affected in the following period of an 
opposite price movement in land vqlues. 
3. Foreign Bonds • 
.MI'lny states approve tbe purchase of the bonds of foreign 
governments. One state approves the purchase of the municipal 
bonds of foreign ~Inicipalities by savings banks. 
There was no sepa.rate division of foreign securities in the 
reports of the Comptroller of the Currency until 1929. Since 
the legal lists of foreign bonds which QUalify are available in 
only three states, Connecticuc, Maine, and New Hampshire, and 
most of those listed are the bonds of the CanadiEn Provinces, 
the return on these bonds will be considered equal to that 
received when the bonds are selling at par valne. The Britisb 
bonds listed by Connecticut all sold at a slight discount (rel-
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ative to the exchange rates) while French bonds, after selline; 
at discount, ended the period selling at premium. All other 
foreign bonds eligible for investment turned slowly toward a 
price which was below par, some even falling to 50% their face 
vAlue. 
Any cb.enge in political Hffairs usually causes some fluct-
u!'ltions in the market price of foreign government obligations, 
at least until certainty about the new government becomes cur-
rent. A revolution in S011th America may bring with it a repud-
iation of all outstanding bonds. The creation of a dictator-
sbip in a Europeam country may raise a discounted bond to the 
stHtus of a premium obligation. in addition to the political 
status 1J1;ithin the country, the economic outlook is of fundamenta 
importance. Unless a bond is specifically stated to be payable 
in fixed weight a.nd fineness of gold, the question of foreign 
exc:hange rates is a factor to be considered. Even when the 
payment is to be made in gold, the pbssibility of tbe revalua-
tion of the gold dollai' must be taken into account. The tax 
situation must also be investigated. The American tariff pol-
icy may play an important part in the market price of such se-
curities since it may mean tbat the countr·y cannot trade freely 
abrofld. The purpose of the lo~m is of irnportance since an un-
productive end may ruin the future marketability of a bond issue 
Because of all these considerations it is important for states 
to supervise tbe purchase of foreign bonds quite closely. 
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Table XIV makes no division of the foreign bond holdings 
into the various countries. A minimurr1 of securities of econ-
omically and politically stable foreign nations might be held. 
A government witt a budget balanced in depression periods can 
collect t~=-xes Bnd meet the obligations on interest accounts. 
Its balRnce of trade must be fAvorable to keep its standard 
money at par and the less thought about inflation as a means of 
scaling down debts the better. 
In a period of felling prices, foreign bonds yield a higher 
rate as is usually the case with home government issues, since 
the income is less,the fiscal problems becoming more involved. 
Wbere the 8ttractiveness of yield does not compensate for the 
risk involved in foreign loans, such obligations have no place 
in the bank's portfolio. They may become non-liquid in the 
full sense of the term. 
The bonds of Caneda are more closely linked with those of 
the United States than those of any foreign nation. New Hamp-
shire emphasizes this feature by designating any bonds guaranteel 
by the Dominion as legal investments in that state. 
The summary of the examination of foreign bonds is: 
1. Foreign bonds have a place in the portfolios of only 
large savings banks. 
2. The holdings of foreign securities should be constant-
ly supervised by a state securities comnission, differ~ 
entiating between short-run and long-run tendencies in 
the political ~md financial stat1.:s of foreign govern-
ments. 
3. While yields may be attractive, the place of foreign 
bonds in a period of falling prices becomes question-
able, and, consequently, such holdings should be kept 
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at a low figure in relation to total investments. 
4. The legislation of states permitting foreign securitie 
to be held by savings banks is generally adequate. 
TABLE XIV. 
Source: 
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Holdings of Foreign Bonds by Savings Banks in 15 
Selected States, 1929-1931. 
Year 
1929 
1930 
1931 
Holdings 
(000 1 s) 
$66,171 
70,671 
73,508 
Percent of 
Investments 
3.1% 
3.2 
3.1 
Annual Reports of the Comptroller of the Currency, 
1929-1901. 
r 
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CHAPTER V. 
SAVINGS BANKS AND BONDS--- STATE & OTHERS. 
1. Municipal Bonds. 
The term "municipal bond" in contrast to "government bond" 
applies to the obligations of states, counties, municipalities, 
and other political subdivisions. Althougb classified together 
there are certain types which might be classified separately, 
e.f., state bonds, bonds of municipalities, bonds of counties, 
bonds of political subdivisions. 
State bonds Pre similer in character to those issued by the 
Federal government. These debts rest on the good faith, willin -
ness, and capacity of states to pay their obligations when due. 
Only five states allow individuals to sue the state to compel 
it to pay off any defaulted bonds1 • In contrast to the soverei n 
position of states, minor divisions, counties, cities, towns, an 
other incorpor8ted districts are creatures of the state. They 
are cree.ted by the state and occupy a subordinate legal position 
to the state. This subordinate position allows tbe individual 
citizen to sue the municipality and the other divisions of tbe 
stete wibhout their consent and compel a levy of taxes sufficien 
----------------------------------------------------------------
1. Indiana, Wisconsin, Nebraska, Nevada, Mississippi. How-
ever, tbe Eleventh Amendment is a convenient refuge for 
these states. 11 The judicial power of the United States 
shall not be construed to extend to any suit in law or 
e':~.nity, commenced or prosecuted against one of the United 
States by citizens of another state, or by citizens or 
subjects of any foreign state't. 
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to pay the principal Bnd interest of the defaulted bonds, within 
the limits defined in state constitutions and charters of muni-
cipalities. If the taxes are insufficient to meet the expenses 
the only recourse is default. For this reason many investors 
avoid the obligationR of ste.tes and municipalities whose tax 
rates are near the maximum allowed by statute which explains the 
higher yield received from such securities. 
At the present time, state and municipal bonds are consid-
ered as second to Federal obligations in safety, and as a result 
the yield is only slightly above that on Treasury bonds. 
In the examination of state bonds and their investment pos-
ition it is of importance to investigate the financial aspects 
of the state in a fBshion similar to the analysis of the condi-
tions of governments. One of the most important factors in the 
determine.tion of the investment value of a state bond is the 
relative difficulty in meeting obligations. This depends main-
ly upon the volume of the issue and the rate of taxation necess~ 
ary to meet interest e.nd principal payments in relfltion to its 
assessed valuation of property in the state. Most states obtai 
the bulk of their income through property taxes. The tax rate 
in proportion to the value of the taxable property is of greater 
importance than the rate of taxation since the point of maximum 
return derived from fiscal revenue may have already been reached 
The debt per capita is often used as a supplementary measure of 
the ability of a state to pay its debts. The income of any 
- 83-
state, its wealth, its economic resources, the character of the 
population are all fundamental considerations. 
The obligations of municipalities and the divisions of a 
state are subject to slightly different analyses. One of the 
most important factors determining the place of a municipal in-
vestment in any portfolio is the restriction made upon the bor-
rowing operations of the municipality. All states by means of 
statutes or constitutional provisions have restricted the powers 
of cities, counties, and smaller divisions to borrow. The re-
strictions are not only of amount, but form of the obligation as 
well. Some states require serial bonds, others a referendum, 
still others the terms of bonds. A second requisite is the 
legality of any issue of e municipality. The economic status 
of tbe city is e. third factor which must be investigated. The 
tax rate, the value of assessed property, tbe budget of the mun-
icipality, the relation to county bonds of city and town bonds, 
the purposes of the bond issue, the probability of payment; all 
these are essential in the determination of the value of a mun-
icipal security. 
City bonds often yield less than county bonds because the 
town or city enjoys a full taxing power and is a more highly 
organized unit of government. All municipal bonds are exempt 
from Federal taxation except inheritance taxes, and are often 
exempt from state and local taxes. These provisions act to 
raise the price and lower the yield of sucb securities. 
,. 
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The exemption from taxes as well as the inherent safety 
which municipals enjoy as a cl~lss permits them to sell at some-
what lower yields than high grade utilities and railroads in 
general. In some certAin cases, especially where rates of tax-
ation are at a maximum, municipals may fall below public service 
bonds in yield. In view of the rapid extension of income taxes 
the future yields on municipals will represent only the addition l 
safety in the issue. All municipals vary in general with the 
money market, 'llrhich will cause a high yield in periods when mone, 
is at low rates, and to sell at par in periods of industrial 
prosperity. For this reason they become a detriment to savings 
banks in periods of felling prices if full li~uidity is impera-
tive. 
An investigation of the yields of municipal bonds shows 
that the average over the whole period, 1922-1931, has been 
slightly over 4%. Table XV shows that Ute lowest return was 
3.98% in 192?; the highest 4.2?% in 1929. The trend was de-
finitely downward in character from 1922 through 192? and since 
then has turned slightly upward. This trend is also cha.racter-
istic of the whole list of bonds of all types. The index of 
municipal bonds is based upon fifteen issues which are legal 
investments in New York, Maine, and Massachusetts ( cf. Table XVI 
st~tes publishing lists of the municipalities which may offer 
securities as legal investments for savings banks. 
The downward trend of yield in municipal bonds from 1922 to 
TABLE XV. 
sources: 
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Holdings of Municipal Bonds by s~wings Banks in 15 
Selected States, with yields on municipal bonds, 
192~-1931. 
Year Holdings Percent of Yield 
(000 1 s} Investments 
1922 $227,266 14.;)% 4.23% 
1923 195,859 11.8 4.25 
1924 155,056 9.1 4.20 
1925 150,751 8.5 4.09 
1926 217,028 12.1 4.08 
1927 459,302 24.4 3.98 
1928 470,041 23.2 4.05 
1929 501,255 23.5 4. 27 
1930 466,952 21.2 4.07 
1931 499,455 20.9 4.01 
Annual Reports of the Comptroller of the Currency, 
1922-1931. 
Standard Statistics Bulletin. Base Book, Jan. 1932. 
v. 63, no. 7, sec. 3, and supplements. 
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TABLE XVI. Bonds Used in Computation of Municipal Bond Index 
and States in Which the Issues Qualify as Legal 
Investments for Savings Banks, 1931. 
TITLE 
Baltimore 3~s, 1945 
Boston ~s, 1945 
Cincinnati 4is, 1955 
Indianapolis 4s, 1941 
Los Angeles 4s, 1945 
Milwaukee 5s, 1940 
Minneapolis 4s, 1944 
Nashvil~e 4~s, 1940 
Newark (N. J.) 4ts, 1959 
New York (Rapid Transit) 3is, 1950 
Philadelphia'4;;,"1966 
Pittsburgh 4~s, 1950 
Portland {Ore.) 4is, 1943 
Richmond 4is, 1964 
St. Louis 4s, 1950 
Conn. Me. N. Y. Mass. 
y 
y 
y 
y 
y 
y 
y 
y 
y 
y 
y 
y 
y 
y 
y 
y 
y 
y 
y 
y 
y 
y 
y 
y 
y 
y 
y 
y 
y 
y 
y 
y 
y 
y 
y 
y 
y 
y 
Source: Standard Statistics Bulletin. Base Book, Jan. 1932. 
v. 63, no. 7, sec. 3, and supplements. 
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1927 may be attributed to the increased income of the cities 
from taxation and the preference which the public showed for 
this type of obligation. Table XV shows that the savings banks 
sold bonds until 1925. The holdings were increased in 1926 and 
1927, attributed to the change in Massachusetts from government 
to municipal bonds. The downward trend, therefore, cannot be 
attributed greatly to the demand by savings banks with the pos-
sible exception of 1927, when the great change occurred in Mass-
achusetts. However, a demand of $200,000,000 of bonds may have 
caused the temporary drop in yield below the average 4%. The 
s~'V ings banks held about 10% of their investn;ents in municipnls 
from 1922 to 1927 and about twice this amount thereafter, with a 
downward tendency noticeable. The savings banks, therefore, 
would seem to be adverse to holding municipals, for with the 
trend of yield moving upward, the relative percentage of munici-
pals held was decreasing steadily. 1fiihen the totals of both 
government and municipal bond holdings are Added a generBl trend 
downward in percentage and fairly constant inamount appears, as 
shown in Table XVII. This would suggest thnt the savings banks 
view municipals as prime liquid nssets and not as earning invest 
ments. 
The legislation rege.rding municipal investments by savings 
banks appears to be P.dequate and valuable. The place of s11ch 
bonds in a portfolio ls nt•t q1.-~Jst:iu:.;.:.:rJ ~<L:..~·.,, l~ 1 .n uJ CJL1<~1.t of 
safety is present. :0dth the present legislation, it appears 
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TABLE XVII. Holdings of Government and Municipal Bonds by 
Savings Banks in 15 Selected States, 1922-1931. 
Year Holdings Percent of 
(000 1 s) Investments 
1922 $694,447 43.7% 
1923 718,693 41.6 
1924 735,646 42.1 
1925 731,573 40.8 
1926 697,087 40.8 
1927 665,588 34.8 
1928 651,484 32.4 
1929 656,601 30.8 
1930 595,098 27.1 
1931 635,341 26.7 
Source: Annual Reports of the Comptroller of the Currency, 
1922-1931. 
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thY.t the savings bank directors and trustees carried only a min-
imum of municipals since the yield W8S not sufficient for the 
needs of the time. The period 1922 to 1931 sRw A tendenc~y to 
keep the ammmt of municipals in the banks 1 portfolios about 
constant in value wit~1 a slightly downward percentage tendency. 
The position of state and municipal bonds in the portfolios 
of savings banks may be summarized as follows: 
1. The stRte and municipal governments are integral parts 
in the political structure of the nation. Therefore, 
the bond issues of thesr3 minor governmental divisions 
are of fundamental importance in the portfolios of 
savine;s banks. 
2. The yield on state and municipal bonds from 1922 to 
1931 wes insufficient for the operating expenses of th 
bA.nks. rrhis insufficient retllrn helped to keep the 
amount of these types of bonds held by banks fairly 
constant while the ratio of total investments decrease . 
(This excl~1des the effected of the change of Massachu-
setts b2nks from e;overnrnent to municip11.l bonds in 1927 ) 
3. State and mrulicipal bonds are affected· in varied man-
ners by falling nrices, depending upon the fiscal pol-
i~y of the sponsoring state. If the dispropDrtionate 
share of the income can be reached by taxation, the 
short-run may see an improved position of the bonds 
with a lower yield. In the long run, however, the 
period of readjustment will affect the bonds adversely 
causing a higher yield. 
4. Legislation regarding state and m11nicipal bonds has 
been very adequate and consistent with investment theo y. 
2. Railroad bonds. 
Railroad securities have been considered sound investments 
since 1800. This may be attributed i~o several factors, (a) the 
size of the industry, (b) the volume of securities outstanding, 
(c) the indispensible character of its services, (d) the stabil-
ity of its earnings, and (e) property values. For savings bank 
the last feature is of prime importance since it insures to a 
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degree the payment of interest and principal when the obligation 
become due. Railroads may be classed as a form of public ser-
vice industries, since they have somewhat of a monopolistic char 
acter. This chRracteristic, all other things being equal, in-
sures a stability of income and steady value of the properties 
owned, a factor lacking in most industrial bonds. 
The tendency of railroad legislation and the practice of 
the Interstate Commerce Commission has been to decrease the earn 
ings of railroads through a reduction of the rates which may be 
ch8rged. This, combined with increasing costs, especially for 
labor, has resulted in an impairment of railroad credit at the 
end of the period under consideration. 
In determining the investment VR.lue of a railroad security, 
a series of analyses and comparisons must be made. The first 
study deals with the location of the road, the charHcter of the 
territory served, the nature of the cou~try through which the 
road runs, the industrial development along the route. The 
second study should treat of traffic density since the amount of 
earnings will depend upon the income. A great amount of freigh~ 
carried over a short line will naturally yield a greater net in-
come t}lHn a similar amount of traffic over a transcontinental 
right of way. The relation of passenger to freight traffic is 
important also since the real earning capacity of most railroads 
lies in its freight volume. The third study should include a 
measure of the risk involved. One such measure may be taken as 
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the bonded indebtedness per mile of road; a second the position 
of the obligation in case of foreclosure. The holding companle~ 
have complicated the measurement of good railroad securitles to 
a degree, since they may be composed of poor roads as well as 
good. The underlying mortgages must b~ carefully examined in 
all cases and especially for roads combined in a holding company 
The legislation of the VBrious states seems fairly adequate 
to allow the individual bankers to deal with the problem of se-
lection for their own needs. The listing of the number of 
bonds which may be held is of great value since it eliminates 
guessing and hazard to a minimum. 
Table XVIII sl1ows the bonds composing an index of railroad 
bonds which yield about 4% annually. All fifteen bonds which 
compose the list are represented on some lists of the eight 
states making lists, and all except one qualify in experts' 
opinion for New Jersey and Pennsylvania which publish no lists. 
The yield on railroad bonds was similar to the trend for all 
bond issues, downward until 1927, then moving slowly upward. 
The tendency of railroads, as of all public service company 
securities, has been to be benefited by a slight fall in prices 
and so long as business conditions do not change too markedly. 
This tendency is the result of constRnt income prices while the 
r~n'lf material prices are declining as a· rule. The wage element, 
however, worked against railroads greatly during the period 
under observation. As a result the position of railroad secur-
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TABLE XVIII. Bonds Used in Computation of Railroad Bond Index 
and States in Which Issues Qualify as Legal In-
vestments for Savings Banks, 1931. 
TITLE 
Atchison, Topeka & Santa Fe 
Ry. Co., 4s, 1995. 
• • • • a .:L1>-t ~ 
0 Q) • • ai 
0 ::a :z; z ::!1 
y y y y y y y y y y 
Atlantic Coast Line R. R. 
4s, 1952. y y y y y y y y y 
Baltimore & Ohio R. R. Co. 
4s, 1948. 
Chesapeake & Ohio Ry. Co. 
4!s, 1992. · . . 
Chic. Burlington & Quincy R. R. 
Co. 4s, 1958. 
Chic., Rock Island & Pac. Ry. 
Co. 4s, 1988. 
y y y y y y y 
y y y y y y y y 
y y y 
Illinois Central R. R. Co. 
4s, 1955. y J y y y y y y y Lehigh Valley R. R. Co. 4s, 2003 
N. Y. Cent. & Hud. River R. R. 
y y y 
Co. (N.Y. Gent.-Assum.) ~s, 1997Y Y Y 
Norfolk & Western Ry. Go. 4s, 1996.Y Y Y Y Y 
Northern Pacific Ry. Co. 4s, 1997. Y Y 
Pennsylvania R. R. Go. 4is, 1960. Y Y Y Y Y 
Southern Pacific R. R. Co. 4s,l955 Y Y Y Y 
Southern Ry. Co. 5s, 1994. Y Y Y 
Union Pacific R. R. Go. 4s, 2008 Y Y Y Y Y 
* Opinion of Standard Statistics Company. 
y y y 
y y y y 
y y y y 
y y y y 
y y y y y 
y y y y 
y 
y 
Sources: Standard Statistics Bond Investments--Legal Section (General). v. 2, no. 46, pt. 2, July 30, 1932. 
Lists of Qualifying Securities of all states listed 
except New Jersey and Pennsylvania. 
Standard Statistics Bulletin. Base Book, Jan. 19S2. 
v. 63, no. 7, sec. 3, and supplements. 
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ities was weakened very much by constant cuttings of the rates 
which may be charged. This is one apparent cause for the great 
increase in returns for railroad securities in 1931, since many 
companies were forced into default by lack of income sufficient 
to pay existent wage rates and to cover all fixed charges. 
The reports of the Comptroller of the Currency divide the 
securities investments of savings banks with a provision for 
railroads until 1929, but after that year bulks reils with publip 
utilities as public service securities. 'rhe tendency of hold-
ings by savings banks from 1922 through 1929 was to decrease the 
percentage slightly, although the total amount held was increase~ 
almost :~100, 000,000 in the seven years, as shown in Table XIX. 
The conclusion seems to follow that banks followed the practice 
of decreasing the percentage invested in railroad bonds through-
out the period, as will be shown when the latter part of the 
period is considered in connection with public utilities. 
This decrease may have been the result of the declining margins 
of safety during the period. 
The legislation regarding the savings bank inv8stments in 
railroad securities has been seen to be quite adequate under 
normal conditions. The tendency of banks to diminish the per-
centage held in rail sec1~ities was the result of legislative 
action and the inelasticities of certain factors of production, 
especially labor. The bankers were exceedingly wise in this 
action since the conditions presaged a fall in the liquidity of 
TABLE XIX. 
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Holdings of Railroad Bonds by Savings Banks in 15 
Selected States, with Index of field on Railroad 
Bonds, 1922-1928.* 
Year 
1922 
1923 
1924 
1925 
1926 
1927 
1928 
Holdings 
(000 1 s) 
$614,005 
598,970 
621,497 
646,078 
656,684 
665,684 
701,304 
Percent of 
Investments 
38.7% 
35.9 
36.4 
36.7 
37.1 
35.3 
34.6 
Yield 
4.85% 
4.98 
4.78 
4.67 
4.51 
4.31 
4.34 
~ Holdings for 1929-1931 included in Table XXII, because no 
separate division was made in the sources for these years. 
fSource: Annual Reports of the Comptroller of the Currency, 
1922-1928. 
Standard Statistics Bulletin. Base Book, Jan. 1932. 
v. 63, no. 7, sec. 3, and supplements. 
- 95-
railroad bonds. The great vol1ooe of holdings which are still 
in portfolios may be attributed to the importance of railroads 
in the financial structure of the nation, and also to the yield 
which is sufficient to cover the interest charges on deposits 
and also the costs of operation for the savings banks. 
The position of railroad bonds may be summarized as follows 
1. Railroad bonds constitute obligations of an important 
industry of the United States and the reputation of 
these securities as a whole justifies a position for 
them in savings bank portfolios. 
2. The banks held an increasing amoung of railroad bonds 
from 1922 to 1931, buc the proportion to total invest-
ment declined. This procedure evidently occurred as 
a result of decreasing rnar~ins of safety. 
3. The position of railroad companies is generally im-
proved by falling prices since income remains fairly 
steady while costs decrease. Railroad bond yields 
should decline with a falling price level. 
4. The legal provisions for qualifying bonds are generall 
satisfactory and consistent v'li th investment theory. 
3. Public Service Bonds. 
As has been explained, public service bonds include the 
obligations of the public utilities, i.e., gas and electric 
companies, and those of telephone, water, and electric railway 
companies. In the analysis railroads of the steam type will 
be included for the period 1929-1931. 
Despite the great variety of public service corporations, 
there are certain points of similarity. These may be grouped 
under four headings: (a) all perform a particularly important 
service; (b) all operate under conditions which tend toward 
monopoly, i.e., under increasing returns; (c) all enjoy special 
legal privileges in the form of franchises and eminent domain; 
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(d} all perform services which are sometimes given as governmen-
tal functions. Because of these characteristics, public servic~ 
corporations are subject to public regulation by the state. It 
is obvious, therefore, that the investment offunds in public ser 
vice companies must be made only after a close examination of 
the nature of control exercised over the companies by the state. 
The problems of franchise, rates, and valuation have been the 
subject of many discussions in corporate finance. It is suf-
ficient to say that the franchise must be absolute in its power 
to operate at least through the length of the bond issues and to 
allow the company a major part of the income. The rates should 
be sufficient to give an adequate return on the invested capital 
according to all rate-making commissions. The valuation of 
properties depends almost wholly upon the method of fixing rates 
and does not figure greatly except as a factor in limiting the 
size of bond issues. 
Public service securities as a class must be given a high 
investment standing. The one notable exception is the electric 
railway industry, but on the whole, public service companies 
have been very important. The stability of public service in-
vestments arises from the nature of the industry and the exist-
ence of public control. The fact that quasi-monopoly condition~ 
exist eliminates many of the competitive hazards present in the 
industrial field. Fluctuations of inventory values are elim-
inated to a great degree by a minimum of inventories held at any 
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given time. The credit risk is minimized by the necessity of 
the services performed, a-fact which also serves to accurately 
forecast demand and allows a plan for extensions over a period 
of time to be made. 
The legislation of the states which have permitted invest-
ment of savings bank funds in public service corporations has 
been adequate in theory. It has taken into consideration all 
the prere-:.1uisi tes which the bankers have outlined in respect to 
their selection of bonds. 2 Thus, if any adverse tendency is to 
be found during the period of 1922-1931, the fault is entirely 
with the bankers. 
Table XX shows the fifteen bonds composing an index of 
public service bond yields. Twelve of the fifteen bonds are 
legal investments in some states, and nine are qualified in most 
states which give a list of securities. This list if fairly 
representative and may thus be taken as an adequate, though not 
perfect, index of the entire holdings of savings banks. 
Table XXI shows that the yield on public utilities through-
out the whole period 1922-1931 was downward. In comparison 
with other yields of other types of bonds, public service bonds 
began the period about two-thirds of l percent above rails and 
municipals, but by the end of the period had approached within 
one-quarter of one percent of the municipal index and had equal-
led the railroad yield. 
throughout the century. 
This tendency has been noticeable 
The growing popularity of public ser-
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~ABLE XX. List of Bonds Used in Computation of Public Service 
Bond Index, with States in Which Issues Qualify as 
Legal Investments for Savings Banks, 1931. 
tr'ITLE 
• a 
0 
0 
• 
z 
~erican Tel & Tel. Co. 
5s, 1946. Y Y Y 
~ell Tel. of Penna. 5s, l960.Y Y Y 
~rooklyn Edison Co. 5s, 1949.Y Y Y 
Central District Tel. Co. 
(Bell Tel. of Pa.-Assum.) 
5s, 1943 Y Y Y 
Cinn. Gas & Elec. Co. 
4s, 1968. Y 
Columbia Gas & Elec. Co. 
5s, 1942. 
Commonwealth Edison Co. 
4s, 1981. . Y 
Duquesne Light Co. 4~s, 1967.Y Y Y 
Massachusetts Gas Co. 
5s, 1955. 
Montreal Tram Co. 5s, 1941. 
New EnRland Tel. & Tel. Co. 
5s, 1952. Y Y Y 
N. Y. Gas, Elec. Lt., Heat 
& Power Co. (N. Y. Edison-
Assum.) 5s, 1948. Y Y Y 
Peoples Gas, Lt~. & Coke Co. 
5s, 1954. Y Y Y 
Southwestern Bell Tel. Co. 
5s, 1954. Y Y Y 
Western Union Tel. Co. 
4~s, 1950. Y 
• 
z 
y 
y y 
y y 
y 
y 
1 y 
y y 
y 
y y 
y 
y 
* * • • 1-:> 
• 
z 
y y y 
y y 
y y y 
y 
y 
y y y 
y y 
y y 
y y 
y y 
* Opinion of Standard Statistics Company. Legal Section 
{General), v. 2, no. 46, pt. 2, July 30, 1932. 
Sources: Lists of Qualifying Securities for all states except 
New Jersey and Pennsylvania. 
Standard Statistics Bond Investments. Legal Section 
(Gen~ral). v. 2, no. 46, pt. 2, July 30, 1932. 
Standard Statistics Bulletin. Base Book, Jan. 1932 • 
.. 7 .:;~ nn "7 qec 3 and suoolements. 
TABLE XXI. 
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Holdings of Public Service Bonds by Savings Banks 
in 15 Selected States, with Index of Yield on 
Public Service Bonds, 1922-1928.* 
Year 
1922 
1923 
1924 
1925 
1926 
1927 
1928 
Holdings 
(000 1 s) 
$143,030 
150,895 
219,435 
240,630 
278,315 
3771971 
480,064 
Percent of 
Investments 
9.0% 
9.0 
12.7 
13.7 
15.5 
20.2 
23.7 
Yield 
5.46% 
5.41 
5.22 
5.06 
4.90 
4.78 
4.68 
* Holdings for 1929-1931 included in Table XXII, because no 
separate division was made in the sources for these years. 
Sources: Ann11al Reports of the Comptroller of the Currency, 
1922-1928. 
Standard Statistics Bulletin. Base Book, Jan. 1932. 
v. 63, no. 71 sec. 3 and supplements. 
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vice bonds as investments, the crystallization of ideas of 
public control, the growth of recognition by states as •legal" 
bonds for savings banks, 811 helped to bring about this downward 
trend in yield. The period after 1922 was extremely fortunate 
for public service companies on the whole, since prices of 
wholesale commodities were inclined negatively, a favorable po-
sition for any ind11stry for which the selling price of its ser-
vices or commodities is relatively fixed. The increased demand 
for the services of these companies has helped to stabilize and 
build up incomes. The mushroom growth of holding companies in 
the public service field gave expression to the trend of import-
ance which the public has given to the operating companies en-
gaged in this field. 
The trend of public service holdings by savings banks in 
their portfolios h~s shown an upward character in both amount 
and in percentage of total investments. The holdings in 1928, 
the last year of an individual record of this industry in the 
reports of the Comptroller of the Currency, were over three 
---------------------------------------------------------------~ 
2. (a} 
(b) 
{c) 
(d) 
(e) 
{f) 
( Q') 
It is assumed that gross property values will normally 
be between 4 and 5 times gross revenues. 
On this basis, assuming a normal operating ratio of 
between 50 and 60 percent, charges should range from 
23 to 30 percent of the gross. _ 
Net earnings should cover chArges )hat least 1-4 times. 
The company should h~ve at least ~500,000 gross e~:>rn­
ings, except in the case of telephone companies which 
should be ~1,500,000 annually. 
Less than 10~ of the gross should be obtained from the 
gr ea test customer. · 
The franchises should be satisfactory. 
The investments should be limited to operating companie~. 
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times the amount held in 1922, a~d the proportion invested had 
increased about 2.5 times. The increase cannot be laid to a 
change in statutes to permit investments in public service com-
panies, since only 2 states amended their statutes since 1922 
in this effect, and the total holdings in these states in 1928 
was only $226,000. The popularity of public service bonds can 
only be attributed to the yield aveilable and the safety of the 
principal. The yield of 4.60% for 1931 WRs still sufficient to 
pay the average interest rate on deposits of 4% and also to 
cover the costs of operation of the bank. 
The combining of public service bonds with those of railroa 
companies in 1929 has slightly complicated the problem of anal-
ysis. We may get some measure of what has happened, however, 
tr;_e period under observation. This trend as shown in Table 
II has been upwerd in character in both emount of total hold-
ings and in proportion to total investments. Since this was 
also the trend for the public service bonds alone, while the' 
holdings of rr:lilroads had slightly increased in volume, but had 
decreased in proportion to total investments, the conclusion 
seems to show that the individual trends for eacl1 of the subdi-
--~-------------------------------------------------------------
(h) The securities should be a direct lien upon property, 
except where collateral consists of an issue of first 
mortgage bonds. 
Bulletin Investment Bankers Association of America. 5: 
31-49, Oct. 18, 1916. 
TABLE XXII. 
Year 
1922 
1923 
1924 
1925 
1926 
1927 
1928 
1929 
'1930 
1931 
Sources: 
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Holdings of Service Company Bonds by Savings Banks 
in 15 Selected States, with Indexes of Yields on 
Railroad and Public Service Bonds, 1922-1931. 
Holdings Percent of Yield Yield 
(000 1 s) Investments R. R. P. s. 
$ 756,035 47.6% 4.85% 5.46% 
749,775 44.9 4.98 5.41 
851,432 49.9 4.78 5.22 
886,708 50.4 4.67 5.06 
935,999 52.1' 4.51 4.90 
1,038,924 54.9 4.31 4.78 
1,181,488 58.3 4.34 4.68 
1,187,822 55.7 4.60 4.86 
1,257,973 57.5 4.39 4.64 
1,377,602 57.6 4.62 4.60 
Annual Reports of the Comptroller of the Currency, 
1922-1931. 
Standard Statistics Bulletin. Base Book, Jan. 1932. 
v. 63, no. 7, sec. 3, and supplements. 
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visions of the service industries has continued. This is 
pdequately shown in an examinetion of the percent of investment 
column of Table XXII. The trend percentages of the service 
industries combined is less than the upward trend of the util-
ities alone. The negative character of che rails, therefore, 
has had a leavening effect upon the whole curve for the service 
industries but not of sufficient force to overcome tbe strength 
shown by the public service companieR themselves. 
The study of the service industries has shown that tt.:e 
provisions of legislators has generally been consistent with the 
theory of investments. The bankers have applied tte provisions 
with ce_ution and hFVe successfully invested their fnnds in these 
industries in the period under consideration. One hesitates 
to say, however, what the reaction to a period of positively 
inclined or rising price levels would be among bankers and leg-
islating officials alike. 
The discussion of public service comp~ny bonds may be s~-
marized somewhat a.s follows: 
1. The increased industrial use of tte services furnis:hed 
by public service companies has r2ised the bonds of 
these compa.nies to an important place in the financial 
framework of the nation. The bonds of public service 
companies are generally accorded a place in savings 
bank portfolios. 
2. The amount of public service company bonds held by 
savings banks increased greatly as did the proportion 
of such holdings to the total investments of savings 
ba.nks. 
3. Public service companies are improved in financial 
position in a period of falling prices. Costs de-
crease while income remains fe_irly constant. The 
bond yields, therefore, should decrease until the 
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period of readjustment is reached when they are like~y 
to ree_ct. 
4. The legislation regarding the investment of savings 
bank funds in the bonds of public service companies ha 
been adequate and conservative in most cases. 
4. Indus trial Bonds. 
Although seven states have provided by statute for invest-
.ent of savings bank funds in the bonds of industrial corpora-
tions, three of these states make the provision effective only 
for collHteral trust bonds with securities whicb are legal in 
3 
other fields • This action makes the investment really one in 
bonds of other types. 
Table XXIII gives the yields of fifteen industrial honds 
from 1922 to 1931. This index gives a slight picture of the 
return on c1ualifying securities of this type. There are no 
st8tistics for the tlctual holdings of banks in industrial bonds 
evail9ble. Only a deduction of a_pproxima te tenden~y can be 
made. 
Indl:ts trial bonds are the bell-wether of tl1e bond market. 
They are subject to changes of conditions of business and financ • 
They are obligations of companies which are in many cases direct 
3. Maine, Oregon, and to a limited degree Mississippi, allow 
investments in all industrial companies qualifying. Cal-
ifornia and Ohio have in addition to mortgages, a collatera 
provision, wbile Michigan and Rhode Island allow only 
collateral trust debenture bonds as legel investments for 
s ~wings banks • 
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TABLE XXII I. Index of Yield on Industrial Bonds, 1922-1931. 
Source: 
Year Yield 
1922 5.21% 
1923 5. 26 
1924 5.21 
1925 5.06 
1926 4.91 
192'7 4.83 
1928 4.88 
1929 5.48 
1930 4.95 
1931 5.51 
Standard Statistics Bulletin. Base Book, Jan. 1932. 
v. 63, no. 7, sec. 3, and supplements. 
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competitors with each other, and measure the strength of the 
edvertising power which the company exerts upon the buying public • 
The market prices of bonds of industrial corporations are gen-
erally affected in the same direction as the character of the 
price level, For the period under observation, therefore, the 
prices should have fallen. Frustrating this trend was the 
great speculation and market trend of 1929, the tendency in 1922 
1931 remaining only slightly downward, with a sharp reaction and 
recovery toward the end of the period. 
In&1strial bonds have a place in the portfolios of savings 
banks only when the ·issuing company is the recognized leader in 
its field, when there is little likelihood of being displaced 
by technical advance or improvements within the life of the bond 
when the security behind the bond is much better than simply the 
earning power either actual or apparent of the borrowing company 
In addition, industrial bonds are bettered in their position 
only in periods of rising prices. Therefore, bBnker_s should 
heve been cautious in investing in this type of security during 
the period under discussion although the yield was much greater 
than that which could be received from any other type of debt 
obligation. 
The laws of the various states seem to be confused as to 
wh8t constitutes a good company. The state of Maine is perhaps 
the best from the practical point of view since only a leader in 
its field can consistently fulfill the qualifications demanded. 
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The lene;t;hening of the period of probation in which the company 
must earn a certain ratio of cherges will probably help in the 
determination of which companies are affected by the minor 
cycles and which are substantially built to weather temporary 
financial and business difficulties. Of course, the management 
problem must always remain the keystone of all indtlstrial anal-
ysis and any radical changes of policy might affect the obliga-
tions greatly. The safest manner to prevent such an occurence 
might be to limit the percentage of deposits which may be placed 
in industrial bonds to a maximum of about five percent, with no 
more than ten percent of this total in any one company's issues. 
The position of industrial company bonds may be summarized 
as follows: 
1. Industrial companies are subject to wide variations in 
business activity. The bonds of any single company 
are subject to a multitude of forces and therefore are 
not suitable as long-term investments for savings bankf. 
2. There is no statistical evidence regarding the holdingf 
of savings banks of securities of industrial companies, 
but, due to legislative prohibitions, these holdings 
mHy be considered as s. minimum. 
3. Industrial companies as a group are harmed by a period 
of fP-lling prices, since the inade4uate or unequal 
distribution of income causes greater borrowing and 
larger interest costs. Industrial bond yields should 
increase in periods of falling prices. 
4. The legislation regarding industrial company bonds as 
a part of savings bank portfolios has been quite jud-
icious and adequate. The restrictions are very strin 
gent in most cases. 
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CHAPTER VI. 
SAVINGS BANKS AND STOCK INVESTMENTS. 
Five states have enacted specific legislation permitting 
savings banks to hold the stocks of other banks, usually with 
rigid restrictions. The place of bank stocks and the stock of 
the Federal Reserve System in the portfolios of such banks is 
one of importance. Since commercial banks are a formal part 
of the credit structure of the United States, the securities 
of these institutions are to be regarded as having a definite 
plece in any bA.nk 1 s portfolio. This fact has been realized 
in most state legislation regarding savings bank investments. 
The position of bank stocks is similar to that of any 
stock in a period of felling prices. The amount of profits 
decline, the yield rises or may even fall dependent upon the 
dividend policy pursued, the market price falls. Although 
the legal provisions usually make an investment in the stock 
of a small bank impossible, even large banks, the stocks of 
which may be held, are susceptible to finAncial difficulties 
during a period of falling prices. In case of financial 
difficulties the market price and the yield on bank stocks may 
both be affected in a very short time. The principle of double 
liability in case of closing may work a hardship upon the invest· 
ing savings banks, but the risk is small in the case of the 
banks designated in the statutes as qualifying institutions. 
None of the states which publish lists of legal investments 
-109-
for savings banks furnish a list of banks which fulfill the 
qualifications of the law. Therefore, an approximation must 
be made for bank stock yields, about 10% on capital stock out-
In this view of the high yield, the limitation 
placed upon investments in bank stocks which is made in the 
statutes appears judicious since it prevents a concentration of 
funds in the financial system alone at the expense of the pro-
ductive agencies of the country. 
The reports of the Comptroller of the Currency make no dis-
tinction between the stocks of banks, of the Federal Reserve 
System, or of any of the various industrial corporations. The 
division which provides a tabulation of the stock holdings by 
savings banks was not made until 1929, giving only meager sta-
tistics for the period. As only three states recognize stock 
investments in industrial companies as legal investments for 
savings banks, the study is limited in scope. 
The certified list of qualifying securities of Maine con-
tains no company whose stock may be held by savings banks. 
That of New Hampshire lists 24 issues of 17 companies, 11 of 
which issues are common stocks. These companies are all rail-
----------------------------------------------------------------
1. The Comptroller of the Currency's report for 1932 shows 
that all New England banks paid an equivalent of 10.29% 
on capital stock in the year ended June 30, 1932, the rate 
for all banks in the United States being 10.78% for the 
same period. 
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road operating corporations, and the yield on their stocks is 
adequately given by the index of return on this type of stock 
shown in Table XXIV. The statutes of Rhode Island are similar 
to those of New Hampshire and the same companies would doubtless 
qualify. 
New Hampshire's list of qualifying public service company 
stocks shows 57 companies represented, all by stocks of senior 
preference, i.e., stocks which have a prior lien upon income 
after all fixed charges have been paid. Three issues are 
common to the index and list of the state. Since the index 
given in Table XXIV for public service stocks shows a yield 
somewhat lower than the return on the preferred stocks in the 
approved list. 
Evidence on the holdings of the savings banks can be obtain 
ed by the records of the individual states. New Hampshire's 
amount of railroad and utilities stocks remained somewhat con-
stant for 1929 e_nd 1930, but doubled in 1931 according to the 
data given in Table XXV. The important characteristic of se-
curities of these types, i.e., rails and public service, is 
that the issuing companies are benefitted by periods of falling 
prices so long as business conditions do not change too greatly. 
Their charges remain steady, but expenses fall off. The rail-
roads were hampered by the labor factor but the hope of a 
settlement of the wage question kept the place of high-class 
rails among the stocks selling near par. Utilities, neverthe-
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TABLE XXIV. Holdings of Stocks by Savings Banks in 15 Selected 
States, with Index of Yield on Railroad and Public 
Service Stocks, 1929-1931. 
Year Holdings Percent of Yield Yield 
(000's} Investments R. R. P. S. 
1929 $ 79,147 3.7% 4.52% 3.10% 
1930 90,021 4.1 5.48 4.69 
1931 113,055 4.7 8.35 7.80 
Sources: Annual Reports of the Comptroller of the Currency, 
1929-1931. 
Standard Statistics Bulletin. Base Book, Jan. 1932. 
v. 63, no. 7, sec. 3 and supplements. 
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TABLE XXV. Stock Holdings by 50 New Hampshire Savings Banks, 
1929-1931. 
Year Holdings Percent of 
(OOO's) Investments 
1929 $ 8, 831 4.1% 
1930 9,556 4.7 
1931 19,139 9.4 
Source: Annual Reports of the Comptroller of the Currency, 
1929-1931. 
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less, have shown strength throughout the whole period of falling 
prices, declining in price through sympathy with the market, but 
proportionately increasing the yield. The benefit of New Ramp-
shire legislation is seen in the record of the years 1929-1931 
and offers a model for other states. 
Industrial stocks are too greatly affected by falling 
prices to be included in the portfolios of savings banks, the 
yield being contingent upon earnings which are usually absent 
in such a period. This holds especially for companies which 
. are engaged in primary production, the recovery of raw materials 
since the market price of the product falls off before economies 
can be effected in the processes of production. The basic in-
dustrial stocks are not fitted, therefore, to be a part of the 
investments of savings banks and the legislators acted wisely 
in omitting them from consideration. The fortitude of the 
solons must have been exceptional to have withstood the pressure 
of the period 1925-1929, when industrial stocks seemed the best 
investment available. 
Bank stocks react in a fashion somewhat similar to indust-
rials, since the collapse of the credit structure at the end of 
a period of falling prices makes the lending of funds difficult 
and payments of dividends from earning hazardous. 
The conclusions from the study of stocks are: 
1. The provisions for bank stocks is sound in theory and 
also in practice except at the end of a period of 
falling prices, a short-run tendency. 
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2. The provision for investment in stocks of high-grade 
railroads and public utilities (senior preferences 
only) offers a cushion in a period of falling prices 
and is of value for savings banks. 
3. Industrial stocks have no place in portfolios of 
savings banks, since the securities are liable to too 
great fluctuations in a period of falling prices. 
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CHAPTER VII. 
CONCLUSION. 
The investments of savings banks made under the provisions 
of the individual states which regulate such purchases have 
shown definite trends within the period 1922-1931. These 
trends may furnish some light upon the difficulties in which 
banks found themselves during the period of financial panie in 
1931 and succeeding years. The savings banks, themselves, were 
not immune to failures, but as a group they showed a strength 
somewhat greater than that of commercial banks during the same 
period. 
Savings banks are institutions which have as their chief 
aim the collection of deposits, the greater proportion of which 
are turned into evidences of capital or the greater instruments 
of production. As such, savings banks have no means of extend-
ing credit in the sense of cre~ting new means of payment. They 
must rely upon the accumulation of funds by individuals who then 
decide to allow the bank to use these funds, receiving in return 
a definite rate of interest. This rate of return must be 
sufficient to induce the savings to be placed in the banks where 
it will be available on a comparatively short demand. The 
average rate of interest paid by mutual savings banks, i.e., 
banks which divide profits from operation among depositors, was 
about 4% annually, while that for stock bHnks, i.e., those pay-
ing profits to stockholders, was approximately 3.75% for the 
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period 1922-1931. 
Once the banks have received the savings of individuals, 
they are pressed to find a source of income to pay the interest 
charges and the costs of operation of the banks. The moneys, 
therefore, must be reloaned to productive agencies in order to 
earn an income. The methods of investing these deposited 
funds constitute the subject matter of this study, special em-
phasis being placed upon security investments. Banks must also 
provide for a market for their investments in case of a demand 
for repayment by the depositors, a contingency which demand a 
definite program of investment which secures for banks an income 
sufficient to meet requirements of yield, safety, and liquidity. 
Because of the character of savings banks, the concern for publi~ 
weal which rests in their essential structure, the state has 
assumed supervisory powers over the affairs of the banks and has 
laid down many definite rules regarding procedure. Among the 
statutes are laws regulating the investment of funds in secur-
ities of various types. These securities are divided into 
evidences of obligation and evidences of ownership, into bonds 
and mortgages and into stocks. A different set of conditions 
results from the ownership of each type: the bonds and mortgages 
secured by a definite pledge of property and definite obligation 
of a company, being a safer investment than stocks which are 
merely a sign of ownership and a claim to a share of profits if 
and when they are declared.and distributed. 
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Banks recogni7.e, as do state legislatures, that the instit-
ution of private property is a sine qua ~ to the capitalistic 
system of production. Mortgages, therefore, form the corner-
stone of the assets of a savings bank, approximately one-half of 
all commitments of banks consisting of mortgages. Mortgages, 
however, are considered as non-liquid assets, since they are not 
readily liquidated for the sum loaned without appreciable loss. 
The securities investments are considered as secondary assets, 
i.e., those readily convertible into primary assets, cash or 
bank balances, upon short notice without great loss of principal 
The character of the trend of wholesale commodity prices 
from 1922 to 1931 was distinctly down. This tendency had 
definite effects upon the earnings of various companies and 
affected the position of security investments in those companies 
The change in commodity prices affected the prices of fixed 
incomes such as are received from bonds and therefore also the 
yields upon these investments. 
The position of all governmental bonds, including those of 
st~tes, counties, and municipalities, during a period of falling 
prices depends upon the taxation policy of the governmental unit 
Usually the state is unable to reach the disproportionate shares 
of income and must content itself with smaller revenue. This 
places the bond issues of these governmental institutions in an 
unfavorable position. 
The question of decreased income also affects all industria 
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securities and indirectly the stocks of banks in a period of _ 
fAlling prices. The reduced income does not afford a sufficien~ 
margin of safety and the yields of these securities must rise, 
showing the assumption of greater risks. 
The bonds and stocks of railroad and public service compan-
ies are benefited by falling prices, since costs decrease while 
revenues remain somewhat the same. The yields on these secur-
ities, therefore, generally tends to decrease during the periods 
of falling prices. 
When correlated with the trend of commodity prices, the 
indexes of securities show no relation of bond yields and prices 
The individual classes of bond yields, when correlated with the 
price index, show a possible but questionable relation for gov-
ernment, state, and municipal, and public service company bonds 
for the period 1922-1931. During the three years, 1929-1931, 
the stocks of service companies showed a definitely negative 
correlation. 
The trend of bond yields in common with the yields on all 
forms of indebtedness was downward throughout most of the period 
The cause of this trend was two-fold. It resulted from the 
decreased net income of governments and industrial companies, 
and from the increased net income of railroad and public service 
corporations. The second cause was the demand for securities 
by savings banks and other financial institutions during the 
period, the prices of securities rising and yields conversely 
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falling. The truth of this last statement is evidenced by the 
rise in yields in 1931 when the financial institutiong were 
forced to liquidate large amount of investments, a factor which 
helped to depress the bond market. Since the decreasing bond 
yields made it difficult to find an income satisfactory to inter 
est requirements of depositors, the factor of yields formed one 
basis of selectio~ of investments, liquidity being the second. 
In spite of the necessity of obtaining securities offering both 
yield and liquidity, banks were forced to follow the legislation 
given by legal institutions. 
An examination of the laws of the various states under 
which savings banks operated during the period 1922-1931 was 
made. The restrictions of these laws were tested by the appli-
cation of investment theory and the practice of the banks. The 
anA.lysis of the laws showed that in general the legislators 
showed some knowledge of investment theory. There were some 
states, however, that still had provisions which could easily 
have allowed poor banking policy. 
Due to the inability to derive satisfactory conclusions fro~ 
a study of all the statistical data available, a sample of 
fifteen states, covering about one-half of the total deposits 
of savings banks, was taken. This can be considered as fairly 
representative of the whole number of banks for the purposes of 
facilitating conclusions. The proof of this assumption is 
given in the Appendix. 
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Five types of bonds were studied as investments for savings 
bAnks, (a) United States government securities, (b) state, count , 
and municipal bonds, (c) railroad and other public service cor-
poration bonds, (d) stocks of corporations, (e) foreign govern-
ment bonds. Each was found to have a place in the portfolio 
of savings banks investments, depending upon such factors as 
the size. of the bank, legal restrictions on investments of funds 
amount of deposits to be so devoted, etc. 
Actually, the total investments of savings banks for the 
fifteen states increased from $1,588,777,000 in 1922 to the 1931 
total of $2,385,232,000, the ratio to total deposits remaining 
about 50%. The various divisions of this total amount of in-
vestment securities fluctuated during the ten years under dis-
cussion. Government bond holdings decreased from $498,835,000 
or 29.4% of the total in 1922 to $246,446,000 or 5.3% of the 
total in 1931. State and municipal bond investments increased 
from $227,266,000, 14.3~ of the total, in 1922, to $499,455,000, 
20.9% of the total, in 1931. However, to discount the fluct-
uations due to a change from government to municipal bonds in 
~assachusetts in 1927, the two groups were added and a joint 
conclusion reached. In 1921, the savings banks held $694,447, 
000 of government and municipal bonds, 43.7% of the total invest· 
~ent portfolios, while in 1931 the totAl was $635,348,000, only 
26.7~ of the total investment. The conclusion drawn was that 
an insufficient yield obliged savines banks to keep only a min-
-121-
imum amount of government and municipal bonds as was consistent 
with liquidity. 
Railroad company bonds in 1922 accounted for $614,005,000 
of the total investments of savings banks, 38.7% of the total, 
and in 1928, $701,304,000, or 34.6~ of the whole. Public ser-
vice company bonds held by savings banks in 1922 totaled $143, 
010,000 or 9.0% of the total investments, and in 1928, $480,064, 
000 or 23.7% of the total. Due to the bulking of these groups 
by the Comptroller of Currency in his Annual Reports of 1929 
and the succeeding years, the two groups were added for the 
whole period. In 1922, $756,035,000 or 47.6% of the total in-
vestments were made in bonds of re.ilroads and public service 
companies. In 1931, this had grown to $1,;377,602,000 or 57.5% 
of the total investments. The trend of railroad bond holdings 
was seen to be slightly downward, while the holdings of public 
utility company securities increased due to the yields available 
and the popularity of these issues generally. 
Foreign bond holdings by savings banks were not reported 
before 1929, nor were the holdings of stocks. In 1929, foreign 
bond holdings were $66,171,000, 3.1~ of the total. In 1931 
the percentage was the same, the total $73,508,000. The reason 
for the constant percentage of holdings appeared to be the 
stringency of the laws and the undesireability of most foreign 
issues. Stocks were held in 1929 to the amount of $79,147,000, 
3.7~ of the total. In 1931 the stock holdings had grown to 
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$113,055,000, or 4.7% of the total. Even though the yields 
were extremely attractive, the doubtful liquidity and safety of 
stocks in a period of falling prices worked against these hold-
ings. The problem of investment remains and will remain the 
task of the individual banker, however, since laws can only be 
used as guideposts. 
The banker must choose the individual issues of securities 
in which he wishes to invest. He must ever be alert to any 
change in the structure of any of the companies whose securities 
he owns, which would endanger his investment. The observance 
of the principles of sound investment policy by bankers is evid-
enced by the actual ~pplication of funds from 1922 to 1931, the 
chief aim being liquidity and safety at the expense of yield. 
It is doubtful that any savings bank closing was caused or even 
hastened by non-liquidity of investments. 
The tendencies of oper~tion of savings bank investment port 
folios, if entended to other states, would seem to point to a 
number of very strong savings banks, probably of the mutual 
type, which would afford a bulwark of financial, industrial, and 
social security. 
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APPENDIX. 
The reports of the Comptroller of the Currency give statis-
tics concerning the various assets and liabilities of stock and 
~utual savings banks. The investments of the banks located in 
the various states are divided into groups of (a) United States 
government securities, lb) state, county, and municipal bonds, 
(c) railroad and other public service corporation bonds, (d) 
stock of Federal Reserve banks and other corporations, (e) 
foreign securities including foreign government bonds, and (f) 
other bonds, notes, warrants, etc. Some states, however, do 
~ot classify the holdings of the banks, preferring to bulk the 
total as miscellaneous securities under the last named division. 
As a result the figures given for the totals of all states are 
not accurate as evidences of absolute value. The provision for 
an accurate and adequate sample, therefore, is necessary in orde1 
to ascertain the absolute values to a fairly accurate degree. 
Upon examination, fifteen of. the twenty-seven states were found 
to have divided their investment totals into the various sectione 
~or at least eight of the years considered. ~hese states were 
ponnecticut, Deleware, District of Columbia, Florida, Maine, 
~aryland, Massachusetts, Nebraska, New Hampshire, New Jersey, 
Pennsylvania, Rhode Island, Utah, Vermont, and Wisconsin. The 
!total number of banks in the selected states was approximately 
pne-third of the total in the United States while the deposits 
were almost 40~ of the total. 
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This sample is believed the most accurate and adequate 
readily available. rfhe statistics for New York which can claim 
another 40% of the total deposits and about 10% of the banksl, 
and Iowa which has 30~ of the banks and about 2~ of the total 
deposits are incomplete since a division is not made. The 
inclusion of the statistics for these states would overweigh the 
miscellaneous division of investments. It is therefore believe 
that the same trend can be observed without the inclusion of 
these states. 
The accompanying sets of tables will give the full compari-
son of all items, the stock and mutual banks having been added 
together in all cases. All the figures in the tables of de-
posits, mortgages, investments, and various types of investments 
are given in thousands of dollars. The figures are all given 
as in the annual reports of the Comptroller of the Currency for 
the years 1922 to 1931, and represent the holdings of the banks 
reporting on June 30 of the years mentioned. 
----------------------------------------------------------------
1. New York sibdivided its investments in 1924, but this has 
been disregarded and the total placed in the miscellaneous 
investment column as a unit. 
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TABLE A. Deposits of ~avings Banks in 27 States and in 17 
Selected States, 1922-1931. 
Year *Total *Total Percent 
27 States 15· States of Total 
1922 $ 7,181,248 $ 2,839,770 39.5% 
1923 7,897,909. 3,083,731 39.1 
1924 8,439,855 3,260,700 38.7 
1925 9,065,181 3, 452,483 38.1 
1926 9,599,118 3,644,727 38.0 
1927 9,738,902 3,866,483 39.7 
1928 10,234,041 4,148,956 40.5 
1929 10,133,354 4,189, 034 41.2 
1930 10,466,110 4,383,381 41.9 
1931 11,116,132 4_, 592,328 41.2 
* In thousands of dollars. 
Source: Annual Reports of the Comptroller of the Currency, 
1922-1931. 
TABLE B. Savings Banks in 27 States and in 17 Selected States, 
1922-1931. 
Year Total Total Percent 
27 States 15 States of Total 
1922 1,685 491 29.1~ 
1923 1,647 499 30.2 
1924 1,603 490 30.6 
1925 1,583 504. 31.8 
1926 1,524 500 32.7 
1927 1,461 495 33.8 
1928 1,407 490 34.8 
1929 1,358 482 35.5 
1930 1,314 473 36.0 
1931 1,260 470 37.2 
Source: Annual Reports of the Comptroller of the Currency, 
192~-1931. 
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TABLE C. Mortgages Held by Savings Banks in 2? States and in 
15 Selected States, with comparative percentages of 
total deposits, 1922-1931. 
Year Total Percent Total Percent Percent 
2? States of 15 States of of 
(000 1 s) Deposits (OOO's) Deposits Total 
1922 
' 
1,522,132 21.2% $ 924,645 32.5% 60.5% 
1923 3,601,544 38.8 1,037,388 33.6 28.8 
1924 2,218,285 26.2 234,783 7.2 10.6 
1925 387,499 4.3 381,999 11.1 98.6 
1926 721,069 7.5 716,883 19.6 99.3 
1927 2,659,230 27.3 1,854,935 48.0 69.9 
1928 2,?44,002 26.8 2, 020,684 48.8 73.5 
1929 5,880,590 58.0 2,035,744 48.7 34.6 
1930 6,033,745 58.0 2,180,066 49.8 36.2 
1931 5,821,274 52.0 2,200,515 48.1 38.9 
Source: Annual Reports of the Comptroller of the Currency, 
1922-1931. 
TABLE D. Total lnvestments in Securities Held by Savings Banks 
in 27 States and in 15 Selected States, with compar-
ative ratios to total deposits, 1922-1931. 
Year Total Percent Total Percent Percent 
27 States of 15 States of of 
(OOO•s) Deposits (000 1 s) Deposits Total 
1922 • 3,332,980 46.5% • 1,588,777 56.3% 47.7% 1923 3,556,949 45.0 1,668,623 54.1 53.4 
1924 3,584,786 43.0 1,706,270 52.3 47.5 
1925 3,780,996 41.7 1,760,122 51.1 46.6 
1926 3,910,202 40.7 1, 794,399 49.4 45.9 
192? 3,943,153 40.6 1,885,530 48.8 47.8 
1928 4,178,578 40.8 2,023, 905 48.9 49.5 
1929 4,158,032 41.1 2,129,818 50.9 44.5 
1930 4,231,350 40.9 2,183,774 49.9 51.3 
1931 4,841,081 43.5 2,385,232 52.1 49.4 
Spurce: Annual Reports of the Comptroller of the Currency, 
1922-1931. 
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TABLE E. Holdings of ~overnment Bonds by Savings Banks in 27 
States and in 15 Selected States, with comparative 
ratios to total investments, 1922-1931. 
Year Total Percent ·total Percent Percent 
27 States of 15 ::.>tates of of 
(000 1 s) Investments (000's) Investments Totf',l 
1922 • 498,835 14.9% $ 467,081 29.4% 93.8% 1923 670,315 18.7 522,834 31. ~) 77.8 
1924 738,479 20.6 581,690 34.1 77.7 
1925 765,282 20.2 582,842 33.0 76.0 
1926 677,006 17.3 480,059 26.8 71.0 
1927 329,262 9.3 206,286 11.0 62.7 
1928 326,206 7.8 181,443 9.0 55.5 
1929 279,155 6.7 155,346 7.3 55.8 
1930 231, 241 5.4 128,046 5.9 55.3 
1931 246,446 5.1 126,093 5.3 51.3 
Source: Annual Reports of the Comptroller of the Currency, 
1922-1931. 
TABLE F. Holdings of State and Municipal Bonds by Savings 
Banks in 27 States and in 15 Selected States, with 
comparative ratios to total investments, 1922-1931. 
Year Total Percent Total Percent Percent 
27 States of 15 States of of 
(OOO's) Investments (OOO•s) Investments Total 
1922 • 257,488 7.7% • 227,266 14.3% 88.5% 1923 215,670 6.0 195,859 11.8 91.0 
1924 168,992 4.7 155,056 9.1 92.0 
1925 161,734 4.3 150,751 8.5 92.5 
1926 229,938 5.8 217,028 12.1 94.5 
1927 480,839 12.2 459,302 24.4 95.5 
1928 486,984 11.6 470,041 23.2 98.5 
1929 514,781 12.3 501,255 23.5 97.5 
1930 480,168 11.3 466,952 21.2 97.3 
1931 517,417 10.7 499,455 20.9 96.5 
Source: Annual Reports of the Comptroller of the Currency, 
1922-1931. 
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TABLE G. Holdings of Government, State, and Municipal Bonds by 
Savings Banks in 27 States and in 15 Selected States, 
with comparative ratios to total investments, 1922-
1931. 
Year Total Percent Total Percent Percent 
27 States of 15 States of of 
(000 1s) Investments (OOO's) Investments Total 
1922 $ 756,323 22.6% • 694,447 43.7% 91.7% 1923 885,985 24.7 718,693 41.6 81.1 
1924 907,471 23.3 735,646 42.1 81.2 
1925 927,016 22.2 731,573 40.8 78.0 
1926 907,044 20.6 697,087 40.8 71.8 
1927 810,101 18.5 656,588 34.8 82.1 
1928 813,190 19.4 651,484 32.4 78.4 
1929 793,936 19.0 656,601 30.8 82.5 
1930 711,409 21.8 595,098 27.1 89.8 
1931 763,863 20.1 635,348 26.7 82.1 
source: Annual Reports of the Comptroller of the Currency, 
1922-1931. 
TABLE H. Holdings of Railroad and Public Service Bonds by 
Savings Banks in 27 States and in 15 Selected States, 
with comparative ratios to total investments, 1922-
1931. 
Year 
1922 $ 
1923 
1924 
1925 
1926 
1927 
1928 
1929 
1930 
1931 
source: 
Total 
27 States 
(OOO's) 
760,411 
758,034 
852,633 
887,176 
935,342 
1,043,961 
1,184,723 
1,187,874 
1,258,721 
1,377,647 
Percent 
of 
Investments 
22.8% 
21.3 
23.7 
23.5 
23.9 
26.5 
28.3 
28.5 
20.2 
28.4 
Total 
15 States 
(000 1 s} 
756,035 
749,775 
851,432 
886,708 
934,999 
1, 038,924 
1,181,488 
1,187,822 
1, 257' 973 
1,377,602 
Percent 
of 
Investments 
47.6% 
44.9 
49.9 
50.4 
52.1 
54.9 
58.3 
55.7 
57.5 
57.5 
Percent 
of 
Total 
99.6% 
98.9 
98.7 
99.8 
100.0 
100.0 
99.8 
100.0 
100.0 
100.0 
Annual Reports of the Comptroller of the Currency, 
1922-1931. 
TABLE I. 
Year 
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Holdings of Railroad Bonds by Savings Banks in 27 
States and in 15 Selected States, with comparative 
ratios to total investments, 1922-1928. 
Total Percent Total Percent Percent 
27 States of 15 States of of 
(OOO•s) Investments (OOO•s) Investments Total 
1922 $ 616,741 18.5% • 614,005 38.7% 99.4% 1923 602,487 16.9 598,970 35.9 97.5 
1924 632,830 17.6 621,497 36.4 98.4 
1925 646,079 17.1 646,078 36.7 100.0 
1926 656,813 16.8 656,684 37.1 99.9 
1927 665,982 16.9 665,982 35.3 100.0 
1928 701,314 16.8 701,304 34.6 100.0 
Source: Annual Reports of the Comptroller of the Currency, 
1922-1928. 
TABLE J. Holdings of Public Service Bonds by Savings Banks in 
27 States and in 15 Selected States, with compare-
tive ratios to total investments, 1922-1928. 
Year Total Percent Total Percent Percent 
27 States of 15 States of of 
(OOO's) Investments (COO's) Investments Total 
1922 $ 143,670 4.3% $ 143,030 9.0% 99.8% 
1923 155,547 4.4 150,895 9.0 97.0 
1924 219,803 6.1 219,435 12. '7 99.7 
1925 241,097 6.4 240,630 13.7 99.7 
1926 278,529 7.1 278,315 15.5 99.9 
192'7 377,979 9.6 37'7,971 20.2 100.0 
1928 482,409 11.5 480,064 23.7 99.6 
Source: Annual Reports of the Comptroller of the Currency, 
1922-1928. 
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TABLE K. Holdings of Stocks by Savings Banks in 27 States and 
in 15 Selected States, with comparative ratios to 
total investments, 1929-1931. 
Year Total Percent Total Percent Percent 
27 States of 15 States of of 
(000 1s) Investments (000 1 s) Investments Total 
1929 $ 79,360 1.9% $ 79,147 3.7% 99.9% 
1930 90,272 2.1 90,021 4.1 99.9 
1931 113,400 2.3 113,055 4.7 99.8 
TABLE L. Holdings of Foreign Securities by Savings Banks in 
Year 
1929 $ 
1930 
1931 
27 States and in 15 Selected States, with comparative 
ratios to total investments, 1929-1931. 
Total Percent Total Percent Percent 
27 States of 15 States of of 
(000 1 s) Investments (000 1s) Investments Total 
66,171 1.6% $ 66,171 3.1% 100.0% 
70,699 1.7 70,671 3.2 99.9 
73,543 1.5 73,508 3.1 99.9 
TABLE M. Holdings of Miscellaneous Securities by Savings Banks 
in 27 States and in 15 Selected States, with compar-
ative ratios to total investments, 1922-1931. 
Year 
1922 
1923 
1924 
1925 
1926 
1927 
1928 
1929 
1930 
1931 
Total 
27 States 
(OOO's) 
$ 1,816,246 
1, 912, 930 
1,836,005 
1,966,804 
2,067,091 
2,089,091 
2,181,665 
2,030,691 
2,120,219 
2, 512,628 
Percent 
of 
Investments 
54.5% 
53.8 
51.2 
52.0 
52.8 
53.0 
52.2 
48.7 
49.8 
51.9 
Total 
15 States 
(OOO's) 
$ 137,395 
200,155 
134,602 
141,921 
162,313 
175,079 
201,041 
144,052 
167,656 
213,949 
Percent 
of 
Investments 
8.7% 
12.0 
7.9 
8.1 
9.1 
9.3 
9.9 
6.9 
7.7 
9.0 
Percent 
of 
Total 
7.6% 
10.4 
7.3 
7.2 
7.9 
8.4 
9.2 
7.1 
7.9 
9.2 
Sources: Annual Reports of the Comptroller of the Currency, 
1 a<;><;>_ 1 0~1 
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